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tracking and reporting database from all existing databases with 
good data. (Refer to Finding XII-4) .................................................... .437 

Recommendation XII-8 Electronically connect leak and other records to the main 
prioritization model. (Refer to Finding XII-4) .................................. .438 
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Recommendation XII-9 Allocate infrastructure improvement budgets on a state-wide 

• ...-fix 

basis not just district by district. (Refer to Finding XII-5) ............... 438 
Recommendation XII-l0 Consider the eventual implementation of the parts and 

inventory component of CMMS. (Refer to Finding XII-9) ............. 438 
Recommendation XII-I 1 Recognize that a more robust distribution workforce 

management application may eventually be reguired to 
support future business processes. (Refer to 
Finding XII-8) ......................................................................................... 439 

XIII. PI-lASI::: III HUMAN RESOURCES, ............. " .......... " ............... "., ......................... " ..•.... 441 

Recommendation XIII-l Provide resources and perform timely implementation of the six 
deliverables developed as part of this Phase III project. 
(Refer to Finding XIII-l and Finding XIII-2) ................................... 459 

XIV. AI'PENDLX A: IJA'I'AAND S'I'i\]'IS'flCS ...................................................................... 461 

XV. APPENI)IX B: GL()SSARY ................................................................................................ .5.37 
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L Introduction and Report Surnmary 

This ch~pter represents a summary introduction ~nd results of the stratified m~nagement and operations 

~udit ofPennsylv~ni~-American Water Company cPA WC) completed by Schumaker & Company in 

2008 for the Pennsylvania Public Dtility Commission (paPDC). It includes a synopsis of the objectives 

and scope of our work, a functional ev~luation summary, and several exhibits, for amplitlc~tion 

purposes, that enc~psulate the recommend~tions ~nd estim~ted benefits ~ssociated with these 

improvement opportunities. 

These management and operation~l reviews, which are required of cert~in companies pursuant to 66 Pa. 

C.S. § 516 (~) and (c), come under the PaPDes general administr~tive power and authority to supervise 

arid regulate all public utilities in the Commonwe~lth, 66 P~. C.S. § 501 (b). More specifically, the 

P~PUC can investig~te and examine the condition and management of any public utility, as stated in 66 

PA C.S. §331 (a). More specitlcally, the objectives of this man~gement audit include the determination 

of what improvements, if any, c~n be ~ccomplished in the utility's man~gement and oper~tions pursuant 

to Public Utility Code 66 Pa. C.S. §522(b). Specifically, it is intended th~t the management audit 

encourage economies, efficiencies, or improvements that benefit p"-\ WC and its ratepayers and identify 

which, if any, cost saving measures can be instituted. The ultim~te purpose is to explore economic~l1y 

pr~ctical opportunities for giving ratep~yers lower rates and/ or better service. 

The remaining report ch~pters cont~in ~ discussion of our finclings, conclusions, and recomrnend~tions 

for e~ch discrete ~rea of review within the scope of the audit. T'hey include: 

~ Chapter II - Executive i\Ian~gernent, External Relations, & Human Resources 

• Chapter III - Financial :tvl~llagement 

• Chapter IV - Support Services 
¢' Ch~pter V - \\!~ter Operations 

~ Chapter VI - Corporate Governance 

<$ Chapter VII - Corpor~te Culture, M~nagemellt Structure, and Staffing Levels 

• Chapter VIII - Affiliated Interests 

• Chapter X - Customer Service 
i> Ch~pter XI - Oper~tional Perform~nce 

,. Chapter Xll-- Ph~se III Water Operations- Distribution Business Systems 

* Chapter XIII - Phase III Human Resources 
<$> Appendix j\ - Data & Statistics 

• Appendix B - Glossary 

These chapters provide the detailed facts and analyses that support, and provide context for, (he 

recommendations we have made. Following the report body are two appenclices - one (Appendix /1) 

provides supporting financial ~nd oper~ting dat~ and statistics, while the other (Appendi.\." B) provides a 

glossary of terms. 
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The findings and recommendations contained in this audit report are the findings and recommendations 

of the consultant only and are not necessarily agreed to by PA WC or the PaPDe. 

A. Objectives and Scope 

The objectives of the stratified management and operations audit were established by the PaPOC in its 

request for proposal (RFP). The objectives of this audit were threefold: 

+ To provide the PaPLiC, PA \"XiC management, and the public with an assessmenr of the 

economy, efficiency, and effectiveness of PA \\fC's operations, management methods, 

organization, practices, and procedures. 

+ To identify opportunities for improvement and develop recommendations for improvement or 

fiJfther action. 

¢' To provide an information base for future regulatory and other inquiries into P1\ WC's 

management and operations. 

In essence, the PaPUC sought to determine what improvements, if any, could be accomplished in the 

management and operations of Pi\' We. Restated, the purpose was to explore and identify practical 

opportunities for PA \\fC to achieve improvements for efficien t and effective operations, quality services, 

and cost savings, thus providing PA WC ratepayers the lowest possible rates consistent with above-average 

service delivery. Our assessment included Pi\, \.v'C's human, physical, and capital resources, its management 

decisions, compliance with regulatory requirements, and ability to effectively manage outside constraints 

and events. Given such breadth of scope, the audit encompassed virtually all ofPA. WC's management and 

operating functions as well as those i\merican Water \'\!orks Company, Inc. (l\merican \\fater) affiliates 

supporting PA. \\fC management and operations. Each review was in sufficient detail to facilitate identifying 

defensible recommendations for cost savings and service guality improvements that \vere supported by 

benefit analyses to the extent they were c]uantifiable. This report provides details of our findings, 

conclusions, and recommendations for each specified area within the scope of the audit, 

The stratified approach and work elements included three phases: 1) an assessment of the condition of 

major functional areas, 2) a more detailed examination of a number of pre-identified issues, and 3) a 

focused analysis of issues identified during the diagnostic review. The first stage of the audit consisted of a 

broad overview of major functional areas and it is referred to as Phase J - Diagnostic RelJielv. The second 

stage of the audit encompassed a detailed review and analysis of six pre-identi6ed issues as set forth in the 

RFP. This stage is referred to as PhoJt! IJ- Pre-identified Js.rtltlS Review. The third stage of the audit consisted 

of a focused analysis of two (2) issues identified during PboJe I activities. This stage is referred to as Pbme 

III - FOl1lsec/ Ar1'Cl Atla!ysh Each of these phases concluded with the development of a report that 

presented our overaH findings, conclusions, and recommendations. The actual field work for Pbare I and 

Pbm'e II began on July 13, 2007 and continued through December 31,2007. The actual field work for Phase 
III began on February 4, 2008 and continued through April 30, 2008. 
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During conduct of the review, our consultants allocated considerable time to intervie\ving PAWC, 

.American Water/ American \X'ater Works Service Company (1\ \XT\VSC), and PaPDC personnel, reviewing 

reports and documentation, analyzing work flow processes, and assessing any changes being planned by 

PA. WC management. The consultant team focused on identifying areas for improvement, rather than areas 

where operations performed well. Although some recommendations were associated with areas that had 

been identified prior to the review as improvement opportunities, we endeavored to formulate more 

detailed action steps in our recommendations. 

This review was performed in accordance with generaUy accepted auditing standards (GAi\S), as 

contained in the United States General Accounting Office's "Standards for Audit of Government 

Organizations, Programs, Acrjvities, and Functions," related to issues of management economy, 

efficiency, and effectiveness as applicable to public utilities ( "Yellow Book"), and in accordance with 

the standards as defined in the RFP and set forth in the National Associat.ion of Regulatory Utility 

Commissioners' "Consultant Standards and Ethics for Performance of Management Analysis." 

----------------_._._ .. 
B. Functional Evahlation SUnlfiUirV 

'" 

Because the bulk of a management audit is focused on opportunities for improvement, it may give the 

reader the impression that the utjlity is seriously deficient. This is not necessarily so, because many of the 

findings may be of a relatively minor nature. Therefore, it is necessary to put each functional area or issue 

in perspective to provide the PaPDC, PA WC, and the public with an objective evaluation. The RFP 

established a set of evaluative criteria for summarizing the results of this audit. The rating is an evaluation 

of each area's or issue's operating or performance level relative to its optimum as of the time of the audit. 

The evaluation takes into account PA\'(/C's resources, requirements, constraints, and operating 

environment. In some areas comparative data is useful and can be used. For the most part, however, each 

rating is utility specific; i.e., the rating of PA WC cannot be rurectly compared with that of another utility. 

Schumaker & Company's overall assessment of each work plan area is presented in the r/./Ildiolioi Elitli1lOtioll 

S/lJJ'lll1ory shown in Exbibit J.l, E.>:bibit 1-2, and Exbibit [·3, \.vith the specific criteria used as follo\.vs: 

.. OptimlfiIJ - The area is functioning more than adequately and no recommendations were made. 

* iVlilior illlproveJJ'lent nW!JSary - Tbe area is generally functioning adequately, bu t minor 

improvements are recommended. 

• iHoderate ililjJTOIJCll1f11t Ilftt!ssory - The area is generally functioning adequately, but some substantial 

opportunities for improvement were recommended. 

.. Significant impro1JeIllCllt IIet"CJJOry - The areas is not functioning adequately and many recommendations, 

. requiring considerable effort, need to be implemented to achieve adequate performance. 

* kit-yorimprol!fJJlet1t m(fJY.wry - The area is not functioning effectively or efficien tly and many 

recommendations need to be implemented to achieve adequate performance. Implementation 

of these recommendations will have a major effect on cost levels and performance for PA \X!c. 
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Exhibit I-I 
Functional Evaluation Summary 

Phase I - Diagnostic Review 

Evaluative Ratings 

Minor Moderate 
Improvement Improvement 

Optimum Necessary Necessary 

X 

X 

X 

X 

X 

X 

X 

X 

X 

Exhibit I-2 
Functional Evaluation Summary 

Phase II - Pre-identified Issues Review 

Evalnative Ratings 

Minor Moderate 
Improvement Improvement 

Optimum Necessary Necessary 

X 

X 

X 

X 
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Significant Major 
Improvement Improvement 

Necessary Necessary 

X 

X 

X 

Significant Major 
Improvement Improvement 

Necessary Necessary 

X 

X 
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Functional Evaluation Summary 

Phase III - Focused Area Analysis 

Evaluative Ratings 

Minor Moderate 
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Significant Major 

5 

Improvement Improvement Improvement Improvement 
Chapter Function Optimum Necessary Necessary Necessary Necessary 

XII Water Oper.nions - X 

DistributJOn Business 
Systems 

XllJ J. I uman Resourcl':-> X 

C. Sun1mary of Estirnatcd Benefits 

The audit produced 114 recommendations, which are contained in this report. A summary of the 

number of priority items, and estim::tted benefits, is grouped by phase. Following is a brief explanation 

of these categories of information. 

Priority 

To assist PA \XiC management in developing implementation plans, each recommendation has been 

assigned a priority of "high," "medium," or "low" according [0 the following criteria: 

~ High -- Designated recommendations are high priority because of their importance and urgency. 

These represent significant benefit potential, major improvements to service, or substantial 

improvements to methods or procedllres. 

*' A1edilllll- Designated recommendations are of medillm priority. In some instances, the 

implementation of these recommendations is expected to provide moderate improvements in 

profitability of operations, or management methods and performance. In other instances, 

implementation may provide significant longer-term benefits which are less predictable. 

• Low- Designated recommendations retlect a lower priority. In many instances, they should be 

studied further or implemented sometime during the next few years. Potential benefits are 

perceived [0 be either modest or difficult to measure. 

! 
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Exhibit 1-4 summarizes the priority totals for each phase of the audit. 

Exhibit 1-4 
Summary of Priority Totals 

I High Medium 

Phase I 26 35 

Phase II 18 18 

Phase III 8 3 

Total 52 56 

Benefits 

Low 

3 

2 

6 
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The audit identified quantifiable cost savings that range from approximately $400,000 in one-time 

savings and $898,000 to $1,142,600 in annual savings. Some of these savings could be considered an 

actual reduction in costs, where the majority of those savings would occur through better deployment 

and/ or use of existing resources. Nonetheless, all of these opportunities should be pursued by PA \VC. 

./\n overall summary of the one-tirne and annual costs savings is shown in ExhibIt 1-5. 

Exhibit 1-5 
Summary of Benefits 

Electronic deployment of software updates 

Server consolidation and increased archiving of data 

Reduction in inventory levels 

Billing overcstilmtes 

Damage prevention program 

Reduction in Production Department overtime 

~ J ndlluc~ cost saving;; and! or cost avoidance :unounf:, 

Schumaker & Company 

Total 

On~=.time Savings 

N/:\ 

N/:\ 

$400,000 

N/.·\ 

N/:\ 

N/,-\ 

$400,000 

~nnual Savings* 

$100,000 to $200,000 

$223,000 to $267,600 

$100,000 

$300,000 to $400,000 

$100,000 

$75,000 

$898,000 to $1,142,600 
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In many recommendations, it is not possible or practical at this time to measure "quantitative" benefits. 

The benefits associated with these recommendations fall primarily into four categories: 

+ Reduction in actual costs of operations within a Pi\' \VC or American \X!ater area 

• Increase in a revenue source within a PA \,{!C area 

~ Change in work flow processes used in the provision of services to Pi\ \YJC customers on a 

more effective or efficient basis 

., Change in other processes resulting in good business practices being implemented 

7 

Particularly in instances where a new management practice or procedure is recommended (where one 

either did not exist or was not fully implemented), it may be difficult to estimate the actual benefit to be 

derived. It is believed, however, that the overall benefit wi.lI be improved effectiveness and efficiency of 

the specified PA \VC or American Water area. Additionally, qualitative benefits may occur that cannot 

be easily quantified. They could include improved effectiveness and efficiency in operations, increased 

customer satisfaction, additional cost savings, increased revenues, etc. It ~houkl also be noted that, 

because it is not possible in all instances to estimate expected benefits prior to implementation, any 

implementation plan should include a re1.iable measurement tool to track benefits after 

implementation. 

Quantifiable benefits (increased revenues or additional cost savings) have been provided where they 

could be estimated. This quantification is subject to some judgment and would require additional effort 

beyond the scope of this review to rdlne the estimates. The actual benefits from these 

recommendations are, therefore, subject to a degree of uncertainty. For other recommendations the 

benefits to be derived are of a more qualitative nature or, simply stated, the expectations of prudent 

management. Those areas where major quantifiable benefits have been identified in the report are 

described on the following pages. 

A.s P.t\ we will have varying ways to implement recommendations, Schumaker & Company did not 

estimate the impact of implementing audit recommendations on p,-\ WC's expense. However, the 5hort­

term impact could be considerable. Additionally, implementation of recommendations often requires a 

phase-in period before benefits can be achieved. 

------------------------------_._---------_._._---
D. Surnrnary of Recommendations 

The actual recommendation statements contained in the audit report are shown by phase and work plan 

area on the following pages. We have also indicated the recommendation number, page number in the 

report, priority, estimated time-frame to initiate implementation efforts, and estimated benefits follO'l,ving 

implementation. The details of each recommendation can be founci in the individual chapters where the 

subject matter is evaluated. 
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Chapter II - Executive Management, External Relations, and Human Resources 

Implementation 

Initiation 
Description Page Priority Time Frame Benefits 

II-I Develop a systematic organizational-planning and 29 I\ledium 6-12 months .i\ledium 
development process_ 

U-2 Develop a formal and integrated strategic-planning 30 High 6-12 months High 
process_ 

II-3 Develop a regional/state operaaonal extern,,1 36 }..Jedium 0-6 months l\ledium 
communications plan. 

1I-4 Strengthen HR accountability to the P;\ WC 54 High 0-6 months High 
President. 

II-5 },ssess P:l. We's HR needs and staff accordinglv. S4 High 0-6 months High 

II-6 Develop an HR service level agree~ent with SS High 0-6 months High 
,'1\'\-WSC. 

1I-7 Deveiop a Pennsylvania-specific HR scorecard. 55 High 0-6 months High 

II-8 ,-\lign HR services to the so"tegie prioritIes of 55 High 0-6 months High 
P,-\W'C. 

JI-9 Consider outsourcing [echnic!l training. 55 i'\[edium 6-12 months .i\/edium 

lI-10 Implement a learning management system. 56 Medium 6-12 months i\Jedium 

II-ll Conduct comprehensive workforce plHnning for all 56 High 0-6 months High 
levels of the orgJnization and provide necessary 
resources for implementation. 

lI-12 Complete the Org:lOizational Capability Review for 56 i\iedillm 6-12 months High 
all levels OfPi\.\\fC management. 

11-13 Implement a leadership-development program and 57 l\Jedium 6-12 months High 
provide sufficient resources to sustain. 

11-14 Implement position control. 57 High 0-6 months High 

II-IS Evaluate the costs and benefits associated with a 57 Medium 6-12 months l\Jcdium 
more sophisticated time and attendance system. 

II-16 '-\,nalyze recfilitment and selection process, 57 Low 6-12 months l\Jedillm 
implement pl'oces, improvements, measure 
performance, and provide adc'.iaonal resources if 
necessary. 

Schumaker & Company 8/7/2008 



Chapter III - Financial Management 

Description Page 

III-I Research and develop plans for upgl~lding or 88 
replacing the current ERP system. 

III-2 Investigate why key P:\. we financial statJstics have 88 
been deteriorating, develop and implement a plan 
for improving P:\. We's financial heaith as 
appropriate. i 

JII-3 "1.ssess the need for internal audits of .1.merican- 88 
\\7ater-regulated utility operations and develop and 
implement plans to meet the internal audit 
requil·ements. 

Chapter IV - Support Services 

Description Page 

1V-1 Expedite efforts to develop a long· range IT pian, 127 
and subsequently perform yearly review and updMc 
activities, 

1V-2 Update ITS documentarion as parr of an ongoing 128 
program to include ali aspects of a well-managed 
technology org'lruzation, including (but not limited 
to) operational, governance, and project 
mamlgement/Q:\ functions. 

IV-3 .1.ddress organizational issues involving vacancy of 128 
director positions, the appropriateness of staffing 
size of the variOlls ITS groups, and the reporting 
location of the information systems' security 
function \vithjn ...-\rnerican \,/ater)s organization 

structure. 

1V-4 Expand "\merican \\7ater's commitment to project- 129 
management principles by requiring all ITS 
employees who are actively involved in project 
work £0 achieve PMP cer£i"fication and by closely 
monitoring.related activities to ensure that rimely 
progress is made. 

rv-s Enhance the .1.merican \Vater network ·to enable 129 
electronic deployment of software updates to 
P.-\ we employees. 

IV-6 Improve tJ'aining and development efforts for ITS 129 
employees. 

8/7/2008 

Priority 

:Medium 

High 

i.\Iedium 

Priority 

High 

~Iedium 

High 

High 

High 

i\Jedium 

~IAS REPORT 2 - VOL 1 
CAliSE NO. 43680 
Page 61 ()f 306 

Implementation 

Initiation 
Time Frame Benefits 

·0-6 months Medium 

0-6 months High 

0-6 months Medium 

Implementation 

Initiation 
Time Frame Benefits 

1)·6 i.\Ionths High 

6-12 i.\fonrhs j\Iediurn 

0-6 Months High 

0·6 i.\fonrhs ?vfeclium 

0-6 J\J onths $100,000 
to 

$200,000 
annually 

0·6 Months High 

9 

I 
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Description Page 

I IV-7 Develop a plan to regularly conduct ITS client- 130 

I satisfaction surveys and implement the flrst survey 
[ in a timely manner. 
, 

1\'-8 Establish ITS service-level agreements with major 130 
client groups. 

1\'-9 Implement a relevant ITS scorecard. 130 

JV -1t.) update the ITS disaster recovery plan and begin 131 
routinely reviewing and testing disaster-recovery 
plans and documenting results. 

IV··] 1 Perform a server consolid;l[ion study ~nd 132 
implement study recommendations. 

1\1-12 Initiate a formal procedure requiring an annual 150 
review of the requi.rements for each employee to 
have an assigned vehicle based on his or her current 
job assignment. 

IV-13 Develop a formal procedure that cier;lils a 150 
requirement for the performance of a regularly 
scheduled annual physical inventory of the vehIcles 
that are leased from .-\RI. 

1\'-14 Develop an exception report that would clearly 151 
identify excessive fuclusage by specific vehicles or 
employees on a weekI), or monthly basis. 

IV-IS Perform an internal audit of the .\Rl contract and 151 
the resultant invoices using the .-\ \\i\VSC Inremai 
,\uditing group. 

1V-16 Perform a cost/benefit analys:s to determine 151 
whether the continued use of the £'..\'0 P.\ we 
mechanics in the Pirrsburgh DIstrict is cost 
effective. 

IV-17 Perform a reassessment of the P.-\ we policy J 51 
relating to the use of employer .. provided vchicles 
that are used for personal plllposes in order to be in 
compliance with IRS regulations. 

JV-1S Develop a computerized tracking system that is 152 

I 
capable of monitoring the completion of the annual 
state-vehicle inspections for the individual vehicles 

I in complJance with the established schedule. 

I 
IV-J9 Establish a single point of responsibility for the 157 

facilities and properties management function at 
P.\WC. 

1\.'-20 Develop a set of formal policies and procedures to 158 
guide the performance of the facilitjes and 
properties management function at P,\ we and 
.\merican \-vater 

Schumaker & Company 

Priority 

!'.Iedium 

Medium 

High 

High 

High 

j\'[edium 

l\·/edium 

j\JediLlm 

l\ledium 

Low 

j\'/edium 

Medium 

High 

High 
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Implementation 

Initiation 
Time Frame Benefits 

6-12 l\lonths Medium 

0-6l\lonths i'vledilllTI 

0-6 ['\"lonths Medium 

0-6 l\lonths High 

0-6 )'"Ionths $223,000 
to 

$267,600 
annually 

0-6 Months J\·ledium 

0-6 Months Low 

0-6 "lonths Low 

6-12l\lonths j\ledium 

6- J 2 l\lonrhs :>.Iedium 

0-6 Months l\Iedinm 

0-6 l\lonths Low 

0-61\lonths l\ledium 

6-12 Months j\lediun1 

8/7/2008 

: 

~ .. 

I 



Description 

1V-21 1ruuate a software identification, selecuon, and 
evaluation process for a new integrated 
procurement! matenals management application. 

1V-22 Evaluate in detail the Impacts of not mandating the 
use of national contracts with preferred vendors by 
the state-operating companies, especially in terms of 
the financial Impacts, and determine whether 
mandating tlus practice would be beneficial to the 
operating compalUes. 

1V-23 Initiate a study to deternline how best to present the 
operational and pe:-formance dat" on a state 
company basis and :0 ev;rluate the potential benefits 

! of such reportIng ch'lnges. 

IV-24 Perform an internal audit of the inventory data that 
is produced and u;;ed by P .-\ \'i!C to deternline the 
;rccuracy thereof. 

i 1V-25 Initiate an ERP materials m;lnagement module 
i evaluation and selection process with the intention 
! of identifying a fully llltegmted ERP application that 

would serve the need, of the P.\ \V'C materials 
management function. 

1V-26 Establish '1 central point of management and 
responsibility [or the materials management 
function at both :\ \\;'W~C and P:\ we. 

IV-27 Develop a comprehensive and detailed matenals 
management procedures manual that is specific to 
P,\We. 

1\'-28 Establish a formalized traming prognlm at P.\ \x:'C 
for the personnel who have been designated as 
being responstble for the materials management 
function at the various storerooms. 

IV-29 ,\dopt and expeditiously implement at P.\ WC the 
standardized part-number format that is bemg 
developed by tile Part Number Standardization 
Comnlittee. 

IV-30 Design and implement a standardized inventory· 
grid location system at all Po-\. we storerooms. 

1V-31 ! Develop and implement a standardized procedure 
for perfornling cycle counting that is to be used at 
aU storerooms. 

1V-32 Develop an inventory management plan that 
addresses how to identify and handle obsolete and 
excess materi'll. 

IV·33 Incorporate maintenance items into the current 
materials man~gement application to gain better 
inventory control over these items. 

8/7/2008 

Page 

174 

175 

175 

193 

193 

194 

194 

195 , 

195 

196 

196 

196 

197 

I 

Priority 

High 

Medium 

Medium 

High 

High 

High 

l\ledium 
, 

I 
Medium ! 

\ledium 

l\ledium 

Medium 

j\ledium 

l\lediunl 
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Implementation 

Initiation 
Time Frame Benefits 

0-6 ~lonths HIgh 

6-12 j\/onths iVledium 

6-12 Months Medium 

0-6 Mon ths High 

06l\10nths I $400,000 
one-time 
$100,000 
annually 

0·(, Months High 

0-6 Months l\ledium 

0-6 i\lonrhs i\ledium 

0-6 i'vlonths Medium 

6-121\-1onths Low 

0-6l\Jonths Medium 

6-12 Months Low 

6-12 Months Medium 

11 
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Description 

IV-34 Establish a system of a few centralized storerooms 
that arc to be used for strategic parts storage. 

rV-35 Implement a program at p,-\ W'C to standardize the 
inventory maintenance and control procedures 
across the PA \VC storerooms. 

IV-36 Install computer terminals in secure locations at all 
of the PA \VC storerooms. 

JV-37 Develop and implement a procedural modification 

! that stipulates that material is decremented from the 
inventory at the time of issue from the storeroom, 
not at the time that it is used In the field. 

1V-38 Develop a formal implementation plan for changing 
the focus of the ERM process to include SEC/SOX 
compliance. 

rV-39 Establish a formal mechanism for developing a pre· 
qualified list of extern,t1legal firms by perlodically 
reviewing proposals from potential candidates. 

IV-40 Perform a formal cost/benefit analysis regarding 
standardization of legal management software 
throughout the ,-\merican Water system. 

Chapter V - Water Operations 

Description 

V-I "-\ggressively pursue the identification and 
implementation of technology-based best practjces 
among the water districts. 

V-2 Develop a business process for addressing 
aggressive identification of the most beneficJal main 
segments for replacement based on an expectation 
of potential leak impact. 

V-3 Implement a computerized maintenance 
management system in conjunction 'I.,,~[h the 
proacrive production equipment maintenance 
program. 

V-4 Continue to develop a risk-assessment-b:lsed 
approach for identifying main replacement projects. 

V-5 Continue to periodically perform CPS studies. 

Schumaker & Company 

Page Priority 

197 Medium 

197 Medium 

198 ]\'!edium 

198 ]\-lediuln 

211 Medium 

220 Low 

220 Medium 

Page Priority 

243 High 

244 High 

249 High 

254 High 

254 Medium 
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Implementation 

Initiation 
Time Frame Benefits 

6- 12 I\10n ths Low 

6-12 ;\,lonths Medium 

6-J2 Months J'vledium 

6-12 l\!onths l\lediuln 

0-6 Months Low 

6-12 ivlooths Low 

6-121'l'/otlths l\iedium 

Implementation 

Initiation 
Time Frame Benefits 

12+ months High 

12+ months High 

12+ months High 

12+ months High 

12+ months Low 

8/7/2008 



Phase II - Pre-Identified Issues Review 

Chapter VI - Corporate Governance 

Description Page 

VI-1 Require contractors, vendors, and others doing 267 
business \\~th .-\merican \Va ter to conduct 
themselves ethically when dealing with .-\merican 
Water entitles. 

VI-2 Expand the American \Vater Board in anticipation 267 
of going public and review Board compensation as 
soon as possible. 

V1-3 Implement a process to periodically perform cost 268 
comparisons for external audit services. 

VIA Modify the Internal t\udit Department reporting 268 
structure so that it no longer administratively 
reports to the /"merican \'\'ater CFO. 

Priority 

Low 

i'-Iedium 

Medium 

i\Jedium 
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Implementation 

Initiation 
Time Frame Benefits 

0-6 iYlonths }\:Iedium 

6-12 :Months High 

0-6 i\lonths Medium 

0-6 Months i\Iedium 

13 

Chapter VII - Corporate Culture, Management Structure, and Staffing Levels 

Implementation 

Initiation 
Description Page Priority Time Frame Benefits 

VJl-l Expedite efforts to define and suppOrt a high- 281 Medium 6-12 :l.lontb High 
performing org;lnizational culture. 

VIr-2 Implement an employee survey process with 282 High 0-6 i\lonths High 
appropriate feedback and action-planning 
components. 

VII-3 Implement a formal man;1gement development 282 !\Iedium 6-12 Months High 
process. 

VIl-4 Fill open Organization Development positions in 282 High 0-6 i\·lonths High 
,-\merican \Vater and assess the need for additjonal 
change management resources for p,-\ \'(iC. 

VII-S Implement workforce management processes at 282 High o G Monrhs High 
P,-\Wc. 

8/7/2008 Schumaker & Company ~ 
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Chapter VIII - Affiliate Interests 

Description Page 

VIII· 1 Develop formal, comprehensive documentation for 312 
affiliate relationships and cost allocations, and 
assign the responsibility for affiliate transactions to 
the appropriate manager. 

VIII-2 Perform a detailed analysis to verify that the use of 312 
the nllmber of customers for allocating ,\ \X-'WSC 
costs among regulated utilities reasonably 
apprOXHnates the use of cost·causative factors; 
subsequently make modifications, as appropriate. 

VIJI-3 Regularly evalllate the cost of services provided to 313 
P.\ we by its affiliates so as to verify that P .. \ we 
ratepayers are nor being harmed by charging these 
services at cost rather than market. 

VIllA Update the ;\W\VSC/P.\WC affiliate agreement, as 313 
necessary, and submit it to the PaPUC for review 
and approval. 

VIII-S Provide ongoing training updates to .A. WWSC 314 
employees on proper use of billing numbers for 
chargmg affiliates when reporting time. 

VIII-6 Regularly conduct internal audits of affiliate 314 
transactions and associated cost allocations_ 

Chapter IX - Diversity and EEO 

Description Page 

IX-I Update the diversity action plan, provide resources, 339 
and implement the plan in a timely manner and give 
consideration to a Pennsj'lvania-specific initiative. 

lX·2 Complete efforts to assure data integrity in the JD 339 
Edwards human resources informntion system. 

IX-3 Develop and implement a standard data-verification 340 
process for EEO-l reporting. 

IX-4 Require the.1. \X.'WSC Human Resources Vice 340 
President to review and approve EEO·l i-eports 
prior to submission. 

IX·S Define, document, and implement more aggressive 340 
hiring plans for women and minorities_ 

~ Schumaker & Company 

Priority 

High 

l'vledium 

Medium 

I\Iedium 

Low 

High 

Priority 

High 

High 

High 

High 

High 
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Implementation 

Initiation 
Time Frame Benefits 

0·6 Months Medium 

6-12 l\lonths Medium 

6·12 i\fonths Medium 

12+ Months i\Iedium 

12-f i:,-Ionths Low 

0-6 Months Medium 

Implementation 

Initiation 
Time Frame Benefits 

0-6l\-1onths High 

0-6 Months rvledium 

0·(, Months High 

0-6 i\lonths l\-ledium 

0-6 i\Ionths Medium 

8/7/2008 
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Description Page 

L,{ -6 Formalize the supplier diversity program and 341 
explore the use of spend targets in the Supply Chain 
performance objectives. 

IX-7 Submit comprehensive diversity reports to the 341 
PaPUC annually. 

Chapter X - Customer Service 

Description Page 

X-I Invest in new customer interfacing technology, 386 
including IVR, electronic billing, ,md web sel f-
service capabilities. 

X-2 ,-\nalyze employee turnover at the Pensacola Call 386 
Center and develop strategies to reduce turnover. 

X-.'> Strengthen recruitment, seiection, and training 386 
practices to imp1'Ove the quality of new CSR hires_ 

X-4 Develop a Pennsylvania-specific customer service 387 
scorecard and regularly report .. ssociated metrics to 
the P.-\. WC President_ 

X-5 Perform an analysis of the increase in complaint 387 
trends that p,-\. we is currently experiencing. 

X-6 Perform an analysis of the growth in p,-\. WC 387 
dispntes. 

X-7 Initiate actions to lower the number of over 387 
estimates in meter reading. 

X-8 Complete the upgrade project for ,-\.dvantex. 388 

8/7/2008 

Priority 

/Vfedium 

High 

Priority 

i\ledium 

High 

Medium 

High 

1I.Iedium 

Medium 

High 

High 
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Implementation 

Initiation 

15 

Time Frame Benefits 

6-12 Months "'·Iedium 

6-12 Months Low 

Implementation 

Initiation 
Time Frame Benefits 

6-12 ;Vlonths l\ledium 

0-6 Months High 

0-6 l'vlonths l\'[edium 

0-6 ]\[on ths High 

0-6 l\'lonths ;\fedium 

0-6 i\lonths l\Iedium 

6-12 Months $300,000 
to 

$400,000 
annually 

12+ High 

Schumaker & Company ~ 
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Chapter XI - Operational Performance 

Description Page 

Xl-I Develop a comprehensive damage prevention 392 
program. 

Xl·2 Improve business·continuity planning. 397 

XI-3 Perform a review and incorporate better 398 
technologies for preparing, distributing, and 
updating the emergency and the operations and 
mamtenance manuals including the intranet site. 

XH Continue to strengthen the unaccounted·for-water 410 
program. 

XI-5 IncorporJte the methodologies in the currently 410 
evolving UFW spreadsheets into a more appropriate 
technology, specifically a backend database with a 
client server or web interface. 

Xl-6 Refine the reporting of unaccounted-for water to 410 
the PaPUC. 

XI-! Investigate the reasons for the increase in overtime 418 
lhH has occurred in the Production Department. 

XI-8 Implement standard systems for monitoring and ~19 

reporting key statistical information in network 
operations. 

Phase III - Focused Area Analysis 

Priority 

"fo.-iedium 

Medium 

Medium 

High 

High 

l\-[edium 

Medium 

High 
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Implementation 

Initiation 
Time Frame Benefits 

12+ months $100,000 
annually 

12+ months Medium 

12+ months Low 

12+ months High 

12+ months High 

6-12 months Low 

6·12 months $75,000 
annually 

12+ months High 

Chapter XII - Phase III Water Operations - Distribution Business Systems 

Implementation 

Initiation 
Description Page Priority Time Frame Benefits 

XII-1 Structure the design of lmslntss applications for 434 High 12+ Months High 
the distribution operat.ions function as shown in 
Exhibit XII-5. 

XlI-2 Develop [he leak tracking and reporting database 436 High 6-12 ·Months High 
as a part of a larger, long-term effort to integrate 
with other supporting performance reporting 
business processes such as NR\V, permits, 
pavement tracking, and hit facilities. 

~ Schumaker &: Company 8/7/2008 
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Description 

XII-3 ,-\dopt the multi-organizatlonal reporting strucmre 
(upon which C\[MS IS being implemented) across 
both the workforce management business process 
and supporting performance business processes. 

XII-4 Engage .-\ \v'\V'SC ITS to assist in the development 
of the supporting performance reporting process 
systems identified in Exhibit XII-5. 

Xll-5 ,~ddress the deficiencies in the current plans 
regarding the incorporation of leak tracking and 
reportjng into the design of CMMS. 

XlI-6 Consider integration of leak tracking and reporting 
with the eventual GIS system versus integration 
with CiVIl'vIS. 

XIl-7 Ensure that the leak history is migrated into the 
eventual leak tracking and reporting database from 
all existing databases with good data. 

XII-S Electronically connect leak and other records to 
the main prioritization model. 

XIl-9 .-\lIocate infrastructure improvement budgets on a 
state-wide basis not just district by disuict. 

XII-I 0 Consider the eventual implementation of the parts 
and inventory component of C\Hv!S. 

XIl-I 1 Recognize th;Jt a more robust distribution 
workforce management appiJcation may eventually 
be retJuired to support future business processes. 

Chapter XIII - Phase III Human Resources 

Description 

XIII-I Provide resources and perfoml"timely 
unpJementlltion of the six deliverabJes developed as 
part of tJus Phase III project. 

8(712008 

Page 

436 

436 

437 

437 

437 

438 

438 

438 

439 

Page 

459 

Priority 

High 

High 

High 

l\1edium 

High 

i\ledium 

High 

«"ledium 

Low 

Priority 

High 
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Implementation 

Initiation 
Time Frame Benefits 

0-6 Months High 

0-6 iVlonths High 

0-6 l\lonths High 

6-12 Months iVledium 

0-6 Months High 

12 + Months l'dedium 

12+ Months High 

12+ i'>lonths Medium 

12+ i\lonths Low 

,-----
Implementation 

Initiation 
Time Frame Benefits 

0-6 l\Ionths High 
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n. Executive 1vlanagernent, External Relations, and Human 
Resources 

This chapter will review executive management functions of Pennsylvania-American \'<!ater Company 

(PA WC), which include organizational structure and planning, management communications and 

control, administrative proc~dures and control, strategic planning and external relations, and human 

resources. 

A. Executive I'vlanagclnent 

Background & Perspective 

Organization Structure and Planning 

Pi\WC is a wholly owned subsidiary company of American Water Works Company, Inc. U\merican 

Water). PA WC is a regulated public utility that is organized and existing under the laws of the 

Commonwealth of Pennsylvania. It serves over 640,000 customers throughout 35 counties in 

Pennsylvania. PA WC owns and operates distribution systems for the purpose of furnishing potable 

water for residential, commercial, industrial, and government users in its service territory. Pj\ \\lC also 

owns, operates, and maintains collection, pumping, and treatment systems for furnishing wastewater 

service to residential, commercial, industrial, and government users in its service territory. 

19 

American \'Vater is a corporation that is located in New Jersey but organized and existing under the laws 

of the State of Delaware. American Water owns 18 regulated operating subsidiaries (including Pi\. WC) 

in 18 states. American Water is currently wholly owned by R\VE Aktiengesellschaft (RWE), a foreign 

corporation that is organized and existing under the laws of the Federal Republic of Germany. As of 

2007, RWE was planning on divesting all or part of its ownership in American Water through a public 

common-stock offering (to be listed on the New York Stock Exchange), although the tjming of that 

offering has not been determined. 

8/7/2008 Schumaker & Company .4Ji) 
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The American Water organization as of December 31, 2007 is shown in Exhibit IJ-1. 

.\\\"\\'~: 

I :'.~\i ... r \'P I I ~"'.&" I\I'"IN~ ~)n'd"t\IJh'\'ll 

Exhibit II-I 
American Water Organization 

as of December 31, 2007 
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I 
.\\'\\'t"( 
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~'--------------~ 
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I So,,;',,'" 
~';'''''J·9'''~~f.\l'U (" .... mu."ial;n"~''\; 1:~'~1l'''' .... (f,.n 
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~'\C(Ollyrn~ at top of L"'ach box rcprcst'nt the employee'=, cornpany affllianc)l1. t\lthough mosr cmpJoyce~ are ;\ \\/\VSC l'n)pl()ycc~! ~()me arc 
'lCru~J1y ,\mcrican Warer Works Company (A WWC) employee$ or ,\merican Warer Enrcrpri,c$ (1\ WI~) cmployee$. 
Source: Information Rcspoo$e 257. P·J;;e 4.lofo,marioo [esponse 779 

Reporting to the Chief Executive Officer (CEO) and President are Senior Vice Presidents (SVPs) for 

Finance (also Chief Financial Officer), Sales and Business Development, Regulatory Programs, Human 

Resources, Communications & External Affairs, and Legal, General Counsel & Secretary. Also 
reporting to the CEO is the Chief Operating OffICer (COO), who is responsible for division and 
regional companies that are headed by regional and company presidents (including PA WC in the 

Eastern Division), as well as Vice Presidents (VPs) for Customer Services, Operational Services, and 
Process Performance. The AWE President also reports to the CEO. 

The last major organizational restructuring (completed) took place in November 2003, after RWE 

acquired American \'{later. That reorganization resulted in the consolidation of seven regions into four, 

with PA W!C as one of six regulated subsidiaries that became part of the Southeast Region. Functional 

groups (e.g., service delivery, finance, human resources, and external affairs) were placed under regional 

leadership, \\-'ith staff deployed into states as needed. The organization review that resulted in these 

~ Schumaker & Company 8/7/2008 
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changes was part of an overall Vision and Strategy process that was carried out to develop a business 

model for enhancing customer service, accelerating business growth, and increasing efficiencies. 

Most employees at the corporate level are employees of the American Water \Vorks Service Company 

(A WWSC), \\.-11h the President/Chief Executive Officer and Senior Vice President/Chief Financial 

Officer (and their executive assistants) being the only employees of the parent company. 

21 

In 2007 American Water began moving away from a regional structure to align key support functions on 

a national basis. The aim of this migration is to achieve economies of scale and best practices while 

focusing operational and state-specific functions on a state level. In late 2007 the Northeast and 

Southeast regions were combined into an Eastern Division (includes Penllsylvania-American Water 

Company), with the Central and Western regions combining in 2008 into a Western Division (also \\.-1th 

state presidents). Exhibit 11-2 shows the first phase of this reorganization (Central and Western regions 

will realign after the Eastern Division is formed). 

8/7/2008 Schumaker Be Company 
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Exhibit lI-Z 
American Water Eastern Division Reorganization 

as of December 31, 2007 
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E,hibit 11-3 shmvs the Pennsylvania stare organization, with production, operations, engineering, and 

other state-specific functions reportjng directly to the state president. Meanwhile, support functions 

(e.g., law, finance, human resources) are provided from the corporate level to all divisions/states. 

Exhibit II-3 
Pennsylvania-American \'{fater Company Organization 

as of December 31, 2007 

,,' 

,. Dual reporting ro Finance and dotted Iinc reporting W fhe Pr\ we I'resllil'nt 
L·:xcllIdt.'$ 27 P A. \VC t.'mrl()yce~ rCr()l'tU'l.~ to r\ \'\'\'VSC mnnag:en1(~nr 
Source: InformatIon R(':,pons~ 257 and 779 

1':\\\(, 

'""II R.·'.1 ....... \'{·"t'·r 

t.';' 

23 

The above organizational changes in Exhibit II-2 and Exhibit 11-3 have come about through informal 

management discussions, not a formal process where minutes were kept of meetings. The process was 

driven by the CEO, based in large part on what he heard from employees, customers, and other 

stakeholders. No organizational measurement or assessment tools have been used. The PA WC 

President had no input to higher-level organization changes, but she j~ tasked ,"vith making necessary 

changes to the PA we organization, 
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No written department nor division descriptions, which include goals and objectives for each 

department, exist. In early 2008 PA WC began a process of developing goals and objecrjves. 

Management and Administrative Communications and Controls 

PA WC uses a number of avenues to communicate with its employees, including: 

~ SplaJ/.J - a regional employee newsletter on current events as well as important activities and 

employee accomplishments. Splash is distributed to all employees via hard copy and is available 

on the intranet. 

• Talking Splash Points - a bi-weekly e-mail communique to all employees on company activities 

and initiatives. The purpose is to develop two-way dialogue between employees and 

management. 

+ Cha1lge Panner Network (CPN) - a group of employees representing all levels at American Water 

that facilitates discussion with others (through meetings) on various issues and questions. 

Network members participate in meetings via conference calls (bi-monthly) (including 

representarjon by PA. WC) and then have follow-up meetings with their colleagues. 

~ ill The News - a daily communique that is sent to management and supervisors highlighting 

news arrjcles that pertain to PA \'ijC and other pertinent utility-industry news. 

• News YOH Need To Know - a daily e-mail broadcast of recent news, announcements, policy 

revisions, and other current items of interest. Employees can gain additional information on 

any topic through PA \XlC's intranet. 

~ illtrmal AIIIIOIIllIi!tJ'le1ltJ - r\merican \'ijater-wide e-mail communications from senior management 

about important PA \X'C announcements. 

Also, individual managers and supervisors conduct "tool box" talks with their direct reports. 

PA. WC uses a number of management reports, including: 

4> E'llJironfJ1e!1ta! lvlallagefJ1mt and Compliatlll! - a monthly regional summary report to management 
on important environmental events and key statisrjcs. 

~ Network Repotts - PA WC superintendents provide key operating information to management 

(monthly). 

.. Extemal./lffairs - two monthly reports on activities in each state and summaries of issues that 

have the potential to negatively impact PAWC's business. 

~ Business DetJe/OpJlleJti Reports - include pipeline repon (transactions under development) and 

Crirjcal Tasks memo (to closing of advanced transactions under agreement/ offer outstanding/ 

offer pending in ninety days). 

~ rZ·lIatlte RepottiJlg and Bmimss Petjormollte Reportillg (monthly) packages. 
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4> Capita! imlestment MaJlagement (ClIvI) Program Progrm Report (monthly) that tracks capital 

expenditures. 

~ Refomast Reports (quarterly) on the Strategic Capital Expenditure Plan. 

25 

A.merican \Vater creates and updates its policies via a process called the Policies, Strategies, and Practjces 

process. A policy panel was established in A.ugust 2006 to guide and support this process. Key 

Governance templates were developed for American \Vater to define policies, practices, and strategies. 

American Water defines policies as pertaining to essential mandates that are basically non-negotiable, 

\\rjth few, if any, exceptions. Strategies describe what American Water strives to be or do and provide 

direction or guidance to management decisions that take into account appropriate service levels, costs 

and operating efficiencies, and business risks. Practices provide the details and steps for how the 

business should operate. Practices include guidelines, standards, procedures, processes/workflo\.vs, and 

tools (models, checklists, references, etc.). All policies are approved by the j\merican Water Board, the 

A \'{iWSC Board, and/ or the Business Center Functional Executives (CFO, COO, etc.). Strategies and 

Practices are approved by Functional Managers (Business Centers and Regions). The intranet is used as 

the primary means of mstributing policies, strategies, and practices throughout the organization. This 

effort is coordinated by the Policy Panel, which is made up of 17 managers representing all areas of the 

i\merican Water system. 

Strategic Planning 

American Water's corporate strategy, as described in its recent S-l filing with the Securities & Exchange 

Commission (SEq, is to consistently provide customers with safe, high-quality drinking water as well as 

reliable water and wastewater services. American Water intends to implement this goal by: 

¢- Prudently investing in regulated water and wastewater infrastructure projects 

1> Earning an appropriate rate of return on investments from state public utjliry commissions 

~ Gro\.ving regulated businesses through acquisitions 

• Pursuing public and private partnerships, including operations and maintenance (O&lvI), 

military contracts and services, and other non-regulated businesses that are complementary to 
its regulated businesses 

The strategic-planning process for PA WC is initiated and directed by American Water, its parent 
company. Overall, American \'{fater develops a strategy that then feeds do\vn into business-unit 

strategies. These strategies, in turn, are used to develop business plans . .At the .American Water level, a 

process calendar is developed that includes process deliverables and time frames for process completion. 

PA WC supports this effort by identifying key assumptions and assigning responsibilities for task 

completion. These initiatives are then reflected in supporting plans that are developed at the Southeast 

Regional level. Quarterly financial planning and analysis meetings are held to update expectations (e.g., 

deadlines and approaches), key assumptions (e.g., capital expenmtures), and future planning activities 

(c.g., tasks, owners, and due dates) for tbe business plans. 
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For 2007, American Water targets were established in the areas of: 

• Finance - meeting business-plan financial commitments, processing rate cases effectively, and 

securing regulatory approval for transfer of ownership (public offering). 

• c,lStomer- enhancing customer satisfaction, delivering reliable and high-quality service, further 

developing business growth, and enhancing brand equity through an integrated and coordinated 

company-wide communications approach. 

• Procm - enhancing operational performance by achieving Sarbanes-Oxley (SOX) compliance 

(enhanced internal controls and responsibility) and delivering on the capital program; executing 

a company-wide diversity plan. 

~ Employee - enhancing employee strength and capabilities as well as employee engagement and 

sa tisfaction. 

Broad goals in all four of the above areas are assigned to senior level managers in the organization and 

these goals are then cascaded down through the organization (employee specific via a balanced 

scorecard). 

There have been no strategic-planning studies performed in the past five years. 

Regional business performance is tracked via monthly business-performance reporting packages 

(discussed by senior management through meetings and conference calls). 

Corporate goals and targets have been defined for American Water, the regional levels, and p,-\ \'\!C in 

the areas of finance, customer service, process (operating performance and diversity), and employee 

(skills, capability, and employee satisfaction). There are no associated business plans that directly tie in 

to these high-level goals and targets. 

In February 2006, American Water conducted a partial internal benchmarking study that included the 

Customer Service Center (CSC), Information Technologies (IT), Shared Services Center (SSC) and 

Finance, \'</ater Quality, Human Resources (HR), and Supply Chain organizations. This study focused 

on costs, and not service levels, although it identified some key performance indicators (KPls) for each 

functional area as well as a discussion of supporting indicators (drill down) and qualitative drivers. Not 

all functions (e.g., operations) were included in this study. Subsequently (later in 2006), an outside group 

was engaged to perform a more comprehensive benchmarking study that would include the use of cost 

data to develop productivity and effectiveness data. This effort is on hiatus until after the initial public 

offering is completed. American \'V'ater has indicated it intends to complete this more comprehensive 
study. 

The Southeast Region (FA WC contributes) has a number of key performance indicators (KPls) that are 

monitored on a weekly and monthly basis. Areas include financial (budget variance reports), cllstomer­

opinion surveys and actions taken in response to each survey, inventory action plans and turns data, and 

numerous performance indicators for network, production, and field-service personnel. These 
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performance measures are used by supervisors to manage specific areas of their responsibility and are 

not tied back to any corporate-wide strategic plan. 

27 

There are no major corporate initiatives underway except for the state-focused organization realignment 

(discussed earlier) and the Sarbanes-Oxley (SO),,] compliance initiative (discussed in Ch«pter X -

Corporate Govenwna). 

Findings & Conclusions 

Finding II-I In general the American Water!PAWC organization adequately supports 

current ratepnyer and corporate objectives. 

American Water, PA WC, and regional and supporting organizations are undergoing significant 

organizational changes. The basis for these changes, while largely informally developed, is sound and 

practical. A corporate focus on centralizing core services, focusing more control at the state level, and 

promoting efficiencies, commonalities, and best practices throughout the American \Vater system is 

appropriate (especially given the numerous and dispersed companies in the l\merican Water system). 

A review of the existing organization (American \,'(!ater executive team, Southeast Region, and Pi\. WC) 

down through the Manager/Director level shows that spans of control are appropriate, and 

Schumaker & Company did not identify any excess layering of managemenr. Like functions are grouped 

together (within i\merican Water, regional, and PA WC organizational units) and appropriate matrix 

relationships exist between like functions at different levels of the organization (e.g., financial functions 

up and down the organization). 

Specific instances where Schumaker & Company recommends organizational changes are included in 

Cbapfer IV - Support S en/ic!!s and Chapter IX - Ditwiiy & EEO. 

Finding B·2 Organizational planning and development at American WlaterjPAWC is 

largely informal and couid be improved. 

There are no documented processes, criteria, or procedures for evaluating the efficiency and 

effectiveness of the organization. Organizational changes are not part of a strategic-planning process 

and, at the regional! company level, are justified through the budgeting process (as part of the process of 

reviewing additions, changes, and deletions impacting labor costs), as discussed further in Chapter 111-
FinanciallvlaJlogetJJl!flt. There is no documentation on the rationale or process for past changes to guide 

future reviews (e.g., the conditions that prompted an organizational change). There are no reguirements 

to periodically review the organization, nor are there any criteria that would define triggers to evaluating 

the organization or specific organizational units. 
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.i\.bnagement communications and control are adequate. 

J\merican \'{fater uses a number of written and Intranet vehicles to communicate with its employees on a 

weekly (e.g., News You Need to Know), bi-weekly (e.g., Splash Points), and monthly (Splash) basis. 

Topics go beyond ne\vs of general interest and include ownership-transition updates; posting of new 

policies, organizational changes, and key managerial positions; information and training on SOX 

initiatives; customer satisfaction, diversity, information technologies, Code of Ethics, and the Ethics 

Hotline; and news on other important process initiatives (e.g., Supply Chain), among other items. 

Splash, PA \'{fe's monthly newsletter, is a professionally prepared publication that covers a wide range of 

topics, including personal messages from the Chief Executive Officer, and is well laid out (short, to the­

point artjcles with appealing pictures). 

The Change Partner Net\vork is a good means of promulgating information via face-to-face meetings 

bet\veen management and employees. The purpose of this American \'{fater program is to employ a 

cross-section of employees to share information and create an ongoing dialogue about American 

\'{fater's news, business changes, and operations. l'\lthough each meeting (held monthly and integrated 

into the weekly Splash Points/Tailhook meetings) has a designated speaker and topics, the interact.ion is 

two-way with the participants. The intent of such interaction is the identification of topics of interest 

and concern to employees (hot topics) and the provision of feedback on what is or is not working. 

Employees can participate via conference calls, and liaisons are identified to assist with follow-up 

questions and action items and to arrange for subject-matter experts to participate as needed, among 

other duties. Listed topics include important and changing customer, employee, and operations topics 

such as training, SOX compliance, customer service and call centers, and best operating practices, 

among others. The Southeast Region (which includes P ,-\ WC) has approximately GO members of CPN, 

representing a broad range of employees across the Southeast and PL\ WC organizations. PA WC­

specific issues are addressed mainly through Splash Points/Tailhook meetings. 

Findinu H-4 !OJ Atiminlslfatln: pro<:cdun:s and controls arc appropriate, 

Around the beginning of 2006, American Water and the subsidiary companies embarked on a review of 

policies and procedures. This process involves the Senior Management Team identifying and 

documenting the need for a new policy or a revision to existing policies, with sponsoring senior 

managers, affected functional areas, and other stakeholders developing and reviewing drafts of policies 

and implementation plans. A Policy Panel coordinates this effort and approves the policy for 

forwarding to the appropriate approval authority (American Water Board, i\ WWSC Board, or Business 

Service Executive). The appropriate functional area m;1t1ager is then responsible for communicating and 

implementing the policy or procedure and for monitoring and reporting on its effectiveness or any 

problems. Guidelines in the form of templates and training presentations have been established to 

guide the form, substance, and consistency of all policies and practices. Policy implementation plans 

and Intranet posting checklists track development and implementation of each approved policy 

Procedures are publicized to employees via weekly "What's l:\ew," more important procedures are 

further rughlighted in other employee publications (e.g., Splash Points), and the library of all procedures 
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is maintained and made available on PA \VC's intranet. The status of policy review and implementation 

is addressed thmugh the Policy PaneL 

Functional managers are responsible for policy and procedure maintenance and the Policy Panel is 

charged with coordinating this effort. Policies are reguired to be reviewed every three years or when 

reguired by any significant operational or orga~jzational changes. All updated policies are listed on the 

ilmerican \Vater intranet with the effective date of their last revision_ 

Finding H-S American WMcr and PAYtiC lad; 1I formal, systematic slrategic-planning 
process. 

j\lthough American \\!ater has laid out strategic goals and targets in various documents (e.g., S-l filings, 

employee communications, and business plan), there is no strategic plan laying out the strategic 

direction of the company that is tied to overall goals and performance indicators. Likewise, there are no 

directly supporting subsidiary plans that further break down goals and performance indicators_ 

Although the 2007-2011 business plan and supporting regional business plans contain some elements of 

non- financial aspects, these documents are largely financial-planning tools_ PA we does have a number 

of performance indicators (key performance indicators) and plans to improve non-t1nancial areas (e.g., 

Human Resources), but these are not directly tied to corporate strategies_ As mentioned earlier, 

i\merican Water has initiated an effort to develop performance indicators (including benchmarks); 

however, this effort has not been completed and needs to be incorporated into future strategic planning 
efforts_ 

Recommendations 

Recommendation II-I Develop a systematic orgailizatjon<l!~rhmning ,wd uevdopment 
pwcess. (Ref<:l' to Finding 11-2.) 

Periodically (at least every t1ve years), American Water should examine the organization to ensure that it 
is still meeting all corporate goals and objectives (customer service, efficiencies, etc.). This process can 

be incorporated into the annual strategic-planning process. Set out criteria for review such as spans of 

control, grouping of like functions, management layering, impact of managemenr development and 
training, performance criteria, level of support reguired from other organizational units, and lines of 

reporting and communication (this is not meant to be an inclusive list)_ If these reviews come through 

management meetings/discussions and committee work, results should be documented. j\.lso, the 

company must define conditions or situations that should trigger an organization review (e_g., major 

change of a business process, application of a new technology, difficulty responding to a major or 

systemic problem or issue). It must also -assign responsibility for maintaining updated organization 

charts. 
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Develop a formal and integrated strategicMpLmning process. (Refer 
to Finding II-5.) 

American \Vater should develop a written strategic plan that embodies American Water's four main 

goals as described in its S-1 filing and other documents. The company must tie each strategic goal to 

sub-tending supporting goals and set performance targers to measure these goals. It will require 

subsidiary companies to develop supporting plans that directly tie back to the Corporate Strategic Plan . 
. "'\merican Water should also establish calendars and processes (similar to business-planning process) and 

establish a coordinating group (e.g., Strategic Planning group) or expand the duties of the current 

Planning and Controls group to coordinate and assist in the process. 
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B. External Relations and Corporate Communications 

Background & Perspective 

The American \Vater External Affairs organization, which is part of A \v\VSC, is shown in Exhibit TJ-4. 

I ro"rh:,t'$. \.) 

II .,\X',,"': I 

I 

Exhibit IJ-4 
A WWSC Communications and External Mfairs Organization 

as of December 31,2007 
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The Corporate Communications and External Affairs group is lead by a Senior Vice President who 
reports directly to the American Water Chief Exechtive Officer and President and is responsible for 

developing and implementing an integrated strategic-communications program for American Water and 

its subsidiary companies. This duty includes corporate communication, media relations, community 

relations, internal communications, and corporate social responsibility. The Senior Vice President 

Corporate Communications and External Affairs is also responsible for leading the government-affairs 

function, including direct or oversight responsibility for developing and maintaining relationships with 

government bodies, commissions, agencies, and legislatures at all levels. This obligation includes 
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participating in developing and supporting rate case strategy, developing and delivering to government 

officials relevant information, materials, and presentations, and developing external relationships to 

shape the legislative and regulatory environment. 

Reporting to the Senior Vice President are Directors for Internal Communications, Marketing and 

Advertising, and External Communication and Corporate Responsibility. The Director of Internal 

. Communications is responsible for creating and maintaining a comprehensive, integrated, and proactive 

internal communication program, which ensures that employees are informed about j\merican \'Vater's 

strategy, business goals, and key initiatives. The Director of Communications and Corporate 

Responsibility is responsible for leading and managing American Water's external-affairs strategy 

including media relations, government relations, community relations, grassroots strategies, and key 

relationship development and management. The Director of Advertising and i\:Iarketing is responsible 

for marketing, advertising, and all communications activities to support key business-development 

activities as well as overseeing the American Water rebranding efforts (marketing and advertising 

programs to change, for the better, the way important publics feel about American Water when they 

hear or think about its name). A Director of Government Rela60ns and Best Practices (this position 

has recently been created and is currently vacant) will be responsible for government-affairs-related 

activities on the federal and state levels. This responsibility includes direct contact with federal 

lawmakers and regulators concerning water and wastewater issues (including directing the efforts of 

contract lobbyists in Washington). It also entails working \vith the states to develop and implement 

local and state government-affairs programs including outreach programs. This position will have a 

dotted-line reporting rei arion ship with rhe state presidents In addition, four Regiomll Directors of 

External Affairs support the American Water effort and provide a more specific regional and state focus 

on this function. 

American \'Vater has recently rolled out several key communications strategies and programs 8S follows: 

*' Rate Cme ComJJlIlllimlioftJ Slmtl'J)' - a methodology for outlining and implement.ing 

communications to regUlatory bodies and key publics in suppOrt of rate-case filings. 

.. Capital [lirestment COIJ1J!JltnimtiollJ Strategy - means of communicating to states, local communities, 

and other key constituencies the need and value of capital-investment projects. 

~ Bill Inm1 Strategy - projected number of inserts by state and associated costs. 

~ LrJlles j\tJ.tlllt{gelJ1ent Protoml- a means of identifying and managing issues affecting .i\merican 

Water and of establishing roles and responsibilities throughout the organization. 

.. Collateral Overmew Strategy - a means of developing packages of communications material to be 

used throughout /I.merican Water. 
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Expenditures for 1\ \X'\x!SC external-relations activities for the past five years (2003 to 2(07) are shown 

in Exhibit II·5. 

Exhibit Il-S 
Summary of Expenditures for A WWSC External-Relations Activities 

2003 to 2007 

%,000,000 

S5,000,000 \_ .. " ............... . 

54,000,000 ., ................................................. _ ..... _ .. 

S3.000,000 .. t-' - ................. " .... . 

51.000,000 

SO .~ ..........• - .. ""_ .............. , .......... . 

2007 aCfu'J.I cxpelllJtturc:; rdlccr only nine 1110odr:, of <...lara. 
Source: Inforn1:lnot1 Response 44S. Figure:-, rndude p~lyr()1J ~ltld overhead. 

The budget increased signiflcantly from 2004 to 2005 mainly because of increases in expenditures for 

payroll costs and advertising. The budget increase from 2006 to 2007 reflects marketing costs from 

Business Development, which was transferred under External Relations. A W\VSC 'External Relations 

staffing levels have increased significantly, from minimal levels up to its 2007 strength of 14, including 

Regional Directors. 

}} 

In addition to fl.. WWSC costs, expenditures specific to Pri. WC (direct expenses, excluding payroll and 

overhead costs) have averaged slightly over $500,000 per year over the past five years, and these sums 

have been fairly consistent, although 2007 did see a jump to $640,000. The great mai9rity of these funds 

were devoted to community·relations activities such as donations to charitable organizations, 
sponsorship of local events and chamber of commerce activities ($200,000 budgeted in 2007), and 

various printing and mailing services related to booklets, newsletters, flyers, print advertising, and the 

like ($420,200 budgeted in 2007). 

PA \'IlC must answer to a number of governmental and regulatory agencies including The Pennsylvania 

Public Utility Commission, the Office of Consumer A.dvocate, the Office of Small Business Advocate, 

the Department of Environmental Protection, the Department of State, the Ethics Commission, the 

Independent Regulatory Review Commission, the Pennsylvania Department of Transportation, the 

Department of Revenue, and the Pennsylvania Infrastmcture Investment Au thority. 

There are a number of recent and active legislative proposals at the state level, covering a \Vide range of 

issues, that affect P J\ \'(fC's operations. Included are bills involving investment funds for pubEc water 
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and sewer projects (including several involving the Dam Project Fund), procedures to be followed on 

utility-industry restructuring, and other minor issues. 

There are no public-opinion polls conducted for P j\ \VC, except for an annual customer-satisfaction 

survey (on very broad customer satisfaction) and random inguiries of customers who have had recent 

contact with pj\ WC (again only in very broad terms of customer satisfaction). 

Findings & Conclusions 

Finding 1I-6 Arnetican "Water's external relations function has been reccnth: 
"trengthened and is wel! positioned to support corporate ohjectives and 

regional/shHe efforts; hO\\'cver, the mle of the Southeast Regional Director 
should he be'He< defined. 

Senior management of American Water and PA\x/C has recently strengthened the external relations 

function of the companies. (Refer to Filldillg II-7 for a discussion regarding program development.) 

Since 2006 the External Affairs and Corporate Communications function has been led by a senior 

officer who has high-level visibility in the organization. (previously [his function was led by a VP 

position.) The Senior Vice President of Corporate Communications and External Relations has 

extensive experience in the communications field and, prior to joining American \Vater (approximately 

one year ago), was owner and president of her own communications consulrjng company. Directors 

heading up Advertising and !Vlarketing, External Communications, and Internal Communications are all 

well gualified (in terms of both education and experience) for their roles. The Director of Government 

Relations and Best Practices is a newly created position and has not yet been filled. 

The roles and responsibilities for these i\ \"\l\X:SC positions are described in detail in job descriptions, 

which include primary roles, key accountabilities, an estimate on percentage of time spent on each one, 

key interfaces and relationships, and required education/ experience/ certificatjons. These roles and 

responsibilities are applied across the American \Vater system. 

Regional directors are identified to provide local presence and expertise. These directors report directly 

to the Senior Vice President of Corporate Communications and External Affairs (American Water) with 

a dotted-line reporting relationship to the state presidents. The Southeast Regional Director for 

External Affairs (responsible for Pennsylvania) has over 28 years of experience with American Water in 

a variety of customer service and operations roles (she was recently a manager of district operations) and 

has been in her current role for three years. She manages a staff of 12 employees and is responsible for 

providing strategic input, from the state and local levels, to American Water external and corporate 

communication efforts. She is also responsible for interfaces with all outside publics. These contacts 

and efforrs have been on an ad-hoc basis (as issues and needs arise). For example, J\ \'(,'WSC External 

Relations has identified the importance of and need to proactively address major problems (e.g., major 

main breaks, service disruptions, environmental issues, etc.) and are developing corresponding programs 
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to manage these problems and other A. \'X'"\VSC programs; however, these programs need to be 

substantively rolled out to the regions and states. 

35 

Finding n-? Amei'ican W!;1tt~r has recently tkvdoped a flHmher of swncgic externai­

relations programs; ho\vever, these progt~uns rl;lve not yet heen rolled out, 
and there <lrt' no rt'giona! or st,Hc-specitk operational pians. 

ilmerican \Vater has recently developed a number of strategic programs to enhance the corporate 

communications and external affairs functions. The most significant of these involve rate case 

communications, capital investments, and issues management. 

The Rate Case Communications Strategy is a lengthy (65-five-page) document that defines outreach 

activities' toward regulatory agencies, state and local governments, customers, and the community 

regarding the need and rationale for rates. These communication activities are broken out by those in 

support of a rate filing as well as ongoing, year-round activities. This strategy has well-defined goals 

(transparency of information to promote trust, education, and promotion of value, and to identify and 

address concerns as ongoing goals; substantive and comprehensive education of all interested publics on 

the need for rates and value of investments that are specific to rate cases) and broadly defined activities 

(termed strategies) to accomplish these goals. j\.udience/ stakeholders (e.g., state regulatory authority) 

and key messages (e.g., demonstrate how and why water capital investment is important to the 

community) are also broadly defined. The plan goes on to specifically layout tactics (action steps) to 

implement with the media, customers, local elected and appointed officials, and employees. This plan 

also requires regional external relations to develop supporting rate case strategies and timelines. 

'T"emplates are also provided for letters to customers, press releases, frequenrly asked questions, and 

other items. Although this document is only in draft stage, as of early 2008, it provides a good basis for 

increasing external communications and relationships with regulatory agencies, state and local 

governments, and local communities and ratepayers. 

The Capital Investment Communications Strategy is a supportive plan to the above Rate Case Strategy 

to further communicate the need and importance of water infrastructure projects. This strategy is 

structured similar to the Rate Case Strategy and fi.mher details communication vehicles for 

communicating, on an ongoing basis, with customers, community, and legislative leaders, regulatory 

agencies, and the media. This plan is also in draft stage. Capital investment has been identified by 

, A.merican \Vater's senior management as a critical factor in .American \Vater's future opel·ation. 

A.merican W!ater has recognized the importance of identifying and even anticipating important issues 

and of addressing them in a positive and proactive manner. i\fl Issues Management Protocol was 

recently developed (October 2007) that identifies issues by category (operalional, environmental, and 

reputation), priorities of issues, broad strategies for identifying particular issues, profiling the issue 

(describing what the issue really is, its importance, who is affected, etc.), developing communication plan 

of action, assigning roles and responsibilities, assembling an Issues Management Team, and finally 

capturing key lessons learned. 
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A Collateral Overview Strategy has also been recently developed to serve as a living document to define 

standard communication packages that can be used throughout the American Water system. Examples 

include Investor Facts brochures, Community Facts brochures, state-specific brochures (e.g., what 

_American \X1ater does in those specific communities, partnerships, state contact points), and, notably, 

Regulator packages (information on consumer-education efforts, infrastructure updates, and other 

important issues). 

All of the above documents provide a good basis for a substantive external relations strategy and effort, 

but they have only been recendy developed and have not yet been rolled out for implementation. Of 

note is that these strategies (especially the issues Management Protocol) rely on the activities of the 

regional and local external-relations personnel. Mention is even made in the Ra te Case Strategy for 

supporting local operational plans. To date, these state-specific strategic/operational plans have not 

been developed, although there have been some recent efforts to develop outreach contact lists and 

communications time lines for upcoming rate case strategies. A.merican \V'ater has recently created a 

position of Director of Government Affairs, whose job description implies the responsibility to work 

with regional and state external-relations management and personnel to develop these supporting plans. 

This position has only recently been filled (December, 2007). 

Recommendations 

Recommendation B-3 Develop a regii:malj swte operation,,! extemai-comnUlflicstim!s 

plan. {Refer (0 Fim:ilrl.l:f H~6 and Finding n.7,) 

The Southe~st Region~l Director of External Relations, working with American \'{/ater's Corporate 

Communications and External Affairs Department, should develop a regional and state-specific 

(Pennsylvania) External Relations Plan. This plan should directly suppOrt and integrate with current alld 

future American \\1ater External Relations strategies and should contain, at a minimum, the following 
elements: 

~ A. Stilte Rate Case Strategy that reflects the .r\merican Water Rate Case Strategy yet features 
state-specific (pennsylvania) details on contacts (e.g., specific reguliltory, government, and 

community titles and names if possible), makeup of rate-case teams, calendars, communication 

vehicles, and reporting mechanisms. j\ction plans can be used to define and report progress on 

individuill initiatives. 

~ An ongoing contact program, including development of a list or matrix of specific regulatory, 
government, community, and business contact points (titles of positions and names if possible) 

with specific company responsibilities to contact, a calendar for periodic contact, and a 

reporting mechanism for "documenting topics, issues, feedback, follow-up action, etc. 

Government and community organizations should be proactively queried on perceptions, 

complaints, service levels, etc., and responses from this type of surveying should be analyzed 

for potential gaps in performance. Develop a database for capturing and analyzing these 
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potential issues. This type of key-stakeholder outreach program should identify and encourage 

American Water/PA WC senior managers to develop personal relationships with key external 

constituents and stakeholders who are important to American Water's/PA We's business 

agenda. All of these relationships and contacts should be clearly and plainly documented. 

,. j\ Corporate Citizen Strategy to define how much and where monies should be directed toward 

event and activity sponsorships, grants, contributions, and community employee involvement. 

For example, efforts can be prioritized and divided among education (e.g., promoting science 

and engineering in local schools/technical colleges with the potential payback of developing an 

engineering pool of future employees), environment (e.g., programs on education, conservation, 

protecting endangered species, etc.), arts and culture, and community and neighborhood 

development. A Regional Contributions Committee can be formed from the region's senior 

managers to develop guidelines and recommend disbursements. 

All regional and state external-affairs managers should have these new responsibilities detailed in their 

job descriptions and their organizational functions should be spelled out in charters. The new American 

Water Director of Government j\ffairs should provide strong corporate (American Water) support to 

developing stronger external relations at the state and local levels. 
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Human resource (HR) services are delivered to i\merican Water Works Company, Inc. (American 

Water) through a shared services model by the American Water Works Service Company (A \V'\V'SC) 

IIR organization, which is organized as shown in Exhibit IJ-6. This approach assures consistency of 

policy and programs aCross all American Water business units while achieving some efficiencies over 

redundant local fiR organizations. 

:<.'" 

Exhibit II-6 
A WWSC Human Resources Organization 

as of December 31, 2007 

......... 1--_ ...... . 
\\" ..::.,.~ 

Source: Inforrnarion ReS"pon~c J, Interviews 2') and 22, ant! COlnpnny Commcnt~ 

mml 

A \X'\V'SC has also set up a Benefits Services Center (BSC) organization to manage benefits across the 

American Water organization. Employees contact Benefits Specialists at a centralized call center to 
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receive information, make changes, and otherwise manage their benefits. This organization is described 

in Eyhibit 11-7. 
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Exhibit 11-7 
AW\VSC Benefits Services Center 

as of December 31, 2007 
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A \'(;,\\!SC HR functions provided to Pennsylvania-American Water Company (PA WC) include employee 

and labor relations, compensation and benefits, HR systems and processes, and organization and talent 
developmen t. 
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i\ small group ofHR staff supports PAWC exclusively, as shown in Exhibd 11-8. An HR i\!Iamlger and 
four HR Generalists serve PA \'(ie'S day-to-day needs and are PAWC employees. These generalists are 

located in Hershey (1), McMurray (2), and \,(!jlkes-Barre (1). The Manager and HR Generalists have 

responsibihty for Pennsylvania employee and labor relations, staffing, wage/salary administration, legal 

compliance and policy implementation. There are also two HR Specialists (one in McMurray and one in 

Wilkes-Barre) who are primarily responsible for leave administration, including Family Medical Leave 

Act (FMU\) tracking, and who also assist with recruiting and wage/salary administration. 

Exhibit II-8 
Pennsylvania-American Water Company Human Resources 

as of December 31, 2007 
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American Water is usingJD Edwards ODE) as its primary Human Resources Information System 

(HRIS). The current version in use is JDE World Version 7.3.12. Ihere are no plans to update ro a 

newer release. (fhe current version available is 9.1.) American \'Vater does, however, have plans to 
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modi(y the existing software. These modifications are detailed in a business case that has been prepared 

to support the decision to make them. Exbibit //·9 details the objectives of the project. 

Exhibit JI-9 
HR-Process Improvement Objectives 

September 11, 2007 

High-Level Business Objective 1: Improve JDE Functionality Within the Cum 12 Environment 

HR-Rehlted Objectives 

Reduce time HR employees spend researching, processing, & reporting HR-related iniormarion 

Reduce paper-based reporting for HR 
------------------------------------------------------~ 

Standarruze codes to allow for easier, more consistent reporring 

Reduce the need for ancillary databases for data analysis 

i 1Il0rufy system to adequmely prolong the useful life ofJDE for HR 

Improve the planning process through availability of !-lR-related data 

Improve the timeliness and accuracy of communication to employees regarding changes to their record 
.... _----_ ... _----------! 

! 

Improve (hta integrity and reduce errors 

Tirne-Entry-Related Objectives 

Drive employees' "esponsibility and accountability for their time and attendance 

Reduce time employees spend reporting time (both hours worked and not worked) - potentially through use of 
exception·-based reporting for exempt employees only 

Improve inregration of Time & .-'lttendance system with Financial system, inclllrung automatic tracking of vacation, 
illness, & holiday, etc. ... time; queries able to be run to access rhis informacion and create reports 

To the extent possible, eliminate paper-based reporting for Time & "-'lttend,lnce 

Elimimtte duplicate time entry 

High-Level Business Objective 2: Turn on Functionality Previously unused 

! Turn on Health and Safety module to assure capture of s?.fety Issues within the .-\merican \X':lter core system 

Turn on \X!orkers' Compensation module to assure Glptllre of work-related injury informatjon within the ,-\ merican \\iater 
core system and redllce the likelihood of overpayments 

_ .. _---- ---_. ----_._-- ._-"--_ ... _ . ..... _-
Turn on Position Control module to facilitate role-based secmity and track the history of ,-\merican \Xlater positions 

Turn on .-\pplicant Tracking module to facilitl!le the importing of new hire data from Peopleclick 

Turn on Job Requisition module to assure accmac), of budgeted headcOllnt reponing 

Turn on Wrage & Salary modllle to facilitate salary planning and ftnnllal increase process 

High-Level Bllsiness Objective 3: Imprm'e Business Workt1ows 

Implement ,>yorkflow software to allow for some levels of 311tom;lted approval routing 

Source: Infonnation Rcsp()!1$e 341 

j\merican Water has been using JD Edwards as its enterprise resource planning (ERP) for a number of 

years_ The software, however, is not currently llsed to its full capability. Funcrions and screens are 

either not being used at all or are not being maintained. Turning on the functionality and populating 

; 
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and maintaining certain fields will increase the productivity of Human Resources and the employee 

Service Center. In addition, it will streamline existing processes and protocols. The result of these 

improvements is inl=reased customer and employee satisfaccion. 

The scope of this project is limited to improvements to the current version ofJD Edwards. It includes 

turning on and populating currently unused modules, reviewing and cleaning up existing data, revising 

definitions of certain data elements, eliminating certain customizatjon within JD Edwards to allow 

greater usage of the system's capability, and standardizing HR reporting. 

Peopleclick 

American \'Vater uses Peopleclick IUvrS™ to manage the acquisition of employees. This software 

provides an efficient, cost-effective, and process-driven way to staff the organization. RMS provides 

employee-recruitment process management, from candidate identification and pre-screening to 

qualification and selection. Tied to powerful reporting and analytics tools, RtviS provides enhanced 

visibility into diversity goals, recruitment performance, and strategic recruiting objectives. 

Time and Attendance 

j\merican \Vater has four different time and attendance systems in use. It considers the system used in 

Pennsylvania as a model and seeks to broaden its use throughout American Water. This system was 

developed internally by P 1\ We. 

ExecuTrack 

Currently, American \"X7ater licenses ExecuTrack. The data for Executrack is used for the talent audit 

for ML (Management Level) 1 to 4 and some employees in levels 5 to 7, depending on their reporting 

relatiqnship and poten6al for advancement. j\merican Water, however, needs to go deeper into the 

organization to understand its bench strength in order to better plan and execute its business strategy. 

The first Organiza60nal Capability initja6ve in 2006 encompassed approximately 300 employees, but 

.American Water currently has the capability to include 400 individuals in ExecuTrack. As the company 
completes its divestiture, talent man:lgement will become increasingly cri6cal. American \'Vater will need 

to identify existing talent, assess :lnd understand the strengths, and determine where it needs to invest in 

development. 

ExecuTrack will provide American Water with the ability to effectively tr:lck and report on informacion 

regarding employee knowledge, education/ cer6fica6ons, skjlls, and abili6es. 1\s a result, American 

\Vater should be able to more effec6vely manage and develop its talent. Schumaker & Company see 

this as a critical need for the company going forward. 
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A WWSC Hl.lrnan Resources has no direct accountability to FA we 

4J 

The PA WC !-hunan Resources Manager and the A \x,\vse Regional Training and Development 

Manager serving PA. \VC report to a Southeast Region Director, who in turn reports to a Senior Vice 

President for Human Resources in Voorhees. Human Resources functions performed by the HR staff 

assigned to Pennsylvania include employee and labor relations, staffing, wage/ salary administration, 

legal compliance and policy implementation. There are four HR Generalists serving the entire state. 

These HR Generalists support all HR needs from offices in Hershey, 1kMurray, and Wilkes-Barre. A. 
large percentage of their time is dedicated to staffing. There are also two HR Specialists (one in 

McMurray and one in Wilkes-Barre) who are primarily responsible for leave administration, including 

Family Medical Leave i\ct (FML,\) tracking, and who also assist with recruiting and wage/salary 

administrarion. The Pennsylvania HR Manager is the primary labor negotiator for PA WC colJective­

bargaining agreements, although the Regional HR Director has negotiated the most recent agreements 

in the larger bargaining units (Outside Districts, Pittsburgh and \v'ilkes-Barre/Scranton). 

Although the PA WC HR ~:fanager and her HR staff are P~,\ WC employees, they report to the regional 

HR Director. The Regional HR Director and the PA WC HR Manager are described as having dotted./illi' 

reporting relationship to PA WC's President and PA \VC management. However, in the case of the HR 

Manager, we would expect the opposite. 

A regional Training and Development Manager and a Trainer also report to the regional HR Director. 

The Training and Development Manager is responsible for organization development, change 

management, and organizational effectiveness. She and the Trainer are focused on training as a 

component of organizaLional effectiveness. l\bout 25% of the Training and Development Manager's 

lime is spent on regional HR issues, while the remainder of her time is spent on Pennsylvania. Some 

time is also spent on "'\rnerican Water HR initiatives with a national focus. 

\Ve would agree that training and organizational development resources can be leveraged by the broader 

American \Vater organization .. As such we would expect this to be a corporate position. Nonetheless, if 

75% of the Training and Development Manager's time is spent on PA. we, we wonder if there may be a 

need for a full-time position in Pennsylvania. 

As such, the purpose of the regional HR organization is not entirely clear to Schumaker & Company, 

although we suspect it makes sense for states where American Water has smaller operations with less 

regulatory scrutiny. From the perspe~tlve ofP_A WC, the regional HR organization puts important 

resources at arm's length. 

This is not to say that it cannot work. Organizational development and the Regional Director spend a 

significant ponion of their time on Pi\ we needs. Our concern is one of competing priorities and 

limited authority of the PA WC President to direct HR resources. 
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American Water's 2007 reorganization restored the state organization and the PA WC President 

posit jon. This combined 'W-ith the size of PA WC, its wide geographic scope, and the unique regulatory 

environment in which it operates, supports the need for a Human Resource organization that reports to 

the PA WC President and is aligned to the specific needs of this regulated entity. 

Finding II-9 PA we does not have a service !evel agreement with A W'WSC that specifics 

the level of HR support to be provided. 

Given the limited HR staff assigned to PA WC and the lack of a direct reporting relationship to PA WC 

management, Schumaker & Company looked for a service .level agreement or similar document that 

would specify standards of performance by f\ \Xl\YSC PA WC confirms that there is no service level 

agreement between PA WC and A \X,WSC 

i\ service level agreement is an important and, in recent years, commonly used document that defines a 

certain "level" of service that is to be provided by one organization to another. This agreement is 

expressed as a set of defined tasks and processes, each party's roles and responsibilities, and associated 

metrics of performance. 

A paragraph in the 198911. \'{I\XfSC agreement with PA \\'C is all that defines the HR services provided by 

A \V\VSC This paragraph reads: 

G. Human Resources: Service Company shall assist in obtaining qualified personnel for Water 

Company; in establishing appropriate rates of pay for those employees; and in negotiating with 

bargaining units representing Water Company employees. It shall carry out training programs for 

the development of personnel and advise and assist Water Company regarding personnel. It shall 

also advise and assist Water Company in regard to group employee insurance, to pension and 

benefit plans, and in the drafting or revising of those plans when required. It will keep \X!ater 

Company apprised of all employment laws and develop procedures and controls to assure 

compliance. 

Most companies, in non-regulated industries, operating in a shared-services environment now have 
service level agreements in place that specify the resources dedicated to a specific unit. They also 

typically have dear metrics that define the quality and eHiciency of the services provided. This type of 

agreement seems even more essential in a regulated affiliate relationship and, as we have indicated, cloes 

not exist for Pi\Wc. 

.Finding B·Ji) I-Iuman Resources does not: have standard metrics ,md does not make 
regubr reports of its cOl1trihtltion. 

Today's top-performing HR organizations measure and regularly report performance metrics. At 

minimum, these measurements include standard quality metrics related to cost, time, volume, errors, and 

customer satisfaction. More sophisticated measures are being implemented that relate directly to 

strategic outcomes and human capital contribution. 
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We found no such measures at PA\VC While some key indicators exist, such as time to fill on open 

starting requisitions, rurnover, grievance rates, etc., they are not tracked on a consistent basis nor 

regularly reported. We reviewed the HR performance measures specified in the Southeast Region 

Target Agreement. Measures identified in this document range from specific and quantifiable, such as 

"Reduce time to hire by J 0% compared to 2006," to vague goals such as "Create work environment 

where each employee feels valued for their (Ji,] contributions regardless of individual differences." 

Goals such as these are important, but we would expect the measures to be quantifiable. 

45 

Activity and HR programs do not, in and of themselves, provide any insight into HR's effect on 

business results. We would expect a set of measures that reflect the full contribution of HR to PA \VC's 

success. These measures should be continuously tracked and periodically reported to executive 

leadership. 

This finding was addressed further as part of our Phase III efforts. 

Finding 11-11 lhta imegdty problems in the JD Ed·wards human reSOHtCes information 

system makes fot additional manual effort, creates opportunity f()r errors, 

and limits PAWC :HR's ability to measure its dJeetlveness. 

The lack of measures discussed above is driven if1 part by the lack of data. This was evident from our 

earliest interviews with Pennsylvania HR staff. The extent of the problem was better understood in 

subsequent interv.iews. Schumaker & Company did not perform an audit of HR data, but \ve were told 

that there is important data that is not captured (such as position control), there is inconsistent use of 

codes (such as location codes) and that data from the system must be manually checked (such as the 

utilization data for the EE01). The data integrity problems were evident to us in our review of the 

affirmative action utilization data. We heard on more than one occasion, I-lR staff saying something to 

the effect of "you just can't trust anything that comes out of} D Edwards." A recommendation 

addressing this finding is included in Rerommendalioll IX-2 of Cbapter IX - DiI.uJi(}! & EEO. 

j\s part of its Sarbanes-Oxleycontrols, HR implemented a .IDE veritication report in 2007, which 

requires HR to manually verify all new HRchanges made in .IDE against the source document. This 
will improve data integrity going forward. Unfortunately, it does not resolve existing c1ata integrity 

problems and requires additional manual work. 

Finding H-12 American \'{\Uer \;;"oiks Service Company and. regional/local HR have 

extremely limited training and development capacity to support of the 

strafegic HR m~eds of PA \'\'C 

A WWSC has not filled (and is not currently seeking to fill) the corporate Organization Development 

(OD) Director position. The only person maintaining any responsibility for this work has been 

reassigned from Corporate OD to be the HR Manager for Corporate Staffs. Consequently, little 

attention has been paid to supporting the training and organizational development needs of American 
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Water in general and Pennsylvania in particular. American \vater is working on developing a common 

approach to management/supervisor development. This approach is expected to have common core 

modules and specific modules to meet local needs. Although American \vater expects to have an 

explicit strategy for management/supervisory/leadership development in 2008, no one is leading this 

effort and we have not seen any evidence that resources have been dedicated to this project. 

In addition, when a company undergoes significant change, such as American \Vater's divestiture and 

restructuring, we expect HR to provide a high level of change management support. j\merican \vater 

simply has no capacity to provide this support. 

Finding H-13 Pennsylvania training and devdopmcnt is fi;(.'tlsed on technical training 
and has mH aligned w the broader SH1Hcgk HR needs ofPA\VC. 

The Pennsylvania Training and Development staff conducted a needs assessment in 2006 that identified 

three key needs: high-performing teams, communication, and performance management. During a 

meeting to present these findings and discuss action planning, the regional senior mamtgement team 

determined that "back to basics" technical training was a top strategic priority, and the focus shifted to 

technical training needs. As a result, HR set up a technical-training task force (18 managers volunteered) 

and the staff developed the "Basic Water Business" course for new employees, identified job-related 

curriculum topics for key functions, and coordinated water quality webinars with another region. 

The Regional Trainer has also served as an internal resource for the development of safety training as 

defined by the American Water Learning Council. Although this was a one-time project, the Regional 

Trainer played a key role in the development and administration of An'1:-:;{/J'/J training (safety training to 

help protect employees from an electrical explosion due to a fault condition or short circuit). The 

Training and Development staff also designed meter-reader training credited with improving the 

accuracy of meter reading. This training serves as a prototype for training to be offered nationally by 
American \'<iater. 

By all accounts, these are well-designed training programs that met a well-defined need. Our concern is 

the prioritization of limited resources on technical and safety training. Safety training generally must 
conform to state and federal standards and is therefore generic to an industry. As such, it is usually 

more cost effective to contract with an external vendor for such training. 1-1.lthough the Trainer for 

PA WC is planning to calculate a return on investment for the _.Lln .J:<lllsh training, it .is nearly impossibJe 

for this calculation to account for the lost opportunity costs associated \\l1th not addressing the strategic 
needs of the organization. 

The training and development staff also designed meter-reader training credited with improving the 

accuracy of meter reading. This training serves as a prototype for training to be offered natjonally by 

American Water. Unlike the training courses mentioned previously, this training in not entirely 

technical training and focuses on the impact of the meter reader role on billing, revenue and customer 

service that is unique to i\merican Water. 
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PA WC Training and Development is participating in a national Learning Council. This council was 

created as a strategic response to American Water's defined strategic priorities, as illustrated in 

Exhibit 11-10. Specifically, it was formed in response to requests from the field for general technical 

training as well as specialized training for licensure. 

E:'Ihibit II-to 
American Water Business Strategy 

September 13, 2007 

Strategy 
"-~ American 
~Water. 

American Water has identified its strategic objectives and will 
undertake several mission critical initiatives to implement its 
strategy through tactical plans 

Vision 
The premier water resources prov.der • 

~ respected. trusted and admired for deli'Verl. 
value and innovative solutions 

QI I i DJ..2:~! Todevelopanc T(;optim,ze 

1 ~ g ~ I' sust8!n seflflCC Regulatory AHairs E excelle""", I managemenl 

Mission Values 
To deiiver value for our customas. Ifl'\IeStO Customer FOOJsi:"d 
and employees while eE1hancing thOe qu;;¥;ty f Forward Thinking 
life in cur comrnuni~es by managing the mo. : Performance 

Rehability 

T09mwtnrough I Toach"ve 

basic resource of life - water.~' ',.'. 

~========~T'~~=I========~ 
To OJinvale a Sk>!ledll To ach',,,, a nigh 

laleoled and s~fe I I level 0; Corporale Regulated acquisllion a()"ni~strative and 
and wal€! relaled operational 

services I etfidencies 
W(ltkforce comml"ed R n ibm", 

~o success II! espo s 

! 

..... _ ... _.J 
ISeMOi Exce!!erce Program 

IBUSlness Devetoomeot Program 

Source: III fonn:trion RC"P'Hl"C 424 

The Learning Council's mission is to develop and maintain a prepared and productive workforce that 

aligns \\lith American Water's strategic goals. The specific 2007 goals of the Learning Council are: 

1. .Align and leverage current and emerging programs. Specific objectives include: 

Ensure inventory of current technical-training programs 

Evaluate current curricula as to strategic relevance & quality 

47 

Use systematic instructional-design guidelines for new programs (International Association 

for Continuing Education & Training (lACE)) standards) 

Effectively share knowledge across the company 
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2. Provide implementation guidance for approved best operating practices. This goal includes 

change management, communications, and systematic instructional-design standards according 

to BeET. 

3. Strengthen the Learning Council infrastructure. This goal includes stakeholder representation, 

member oriemation, grant funding, and internal communication. 

4. Develop and manage databases. These goals include the implememation of a Lotus Notes 

curriculum database and wider utilization of a compliance learning-management database. 

We agree that this work is imporrant and supports a strategic need for a skilled, talenred, and safe 

workforce. Our concern is that this appears to be the primary focus of PA \'{!C training and organization 

development activities. 

\'Ve are also concerned that these initiatives address national needs and that PA WC resources playa 

substantial role in addressing these needs. If the need exists across the American Water enterprise, this 

again seems like a corporate role and that resources dedicated ro PA \'VC should focus on the needs of 

the state organization. 

The President of PA \'VC has identified the need for culture change, a rededication to customer service, 

stronger connection to external stakeholders, and leadership development as strategic priorities. 

However, these goals are not currently the priorities of the Training and Development staff and have 

not received much attention from A W\'VSC HR. In fact, the one person in A \VWSe HR who maintains 

any organizational-development responsibilities agrees that pj\ we Training and Development is heavily 

involved in technical training and is not focused on other strategic issues. In fact, he was the first to 

suggest that Pennsylvania Training and Development should formulate strategies based on PA WC 

stra tegic priorities. 

This finding was addressed further as part of our Pbase III efforts. 

Finding H-l4- PAWC's Human Resources and executive management have recognized 

the loss of human c:tpital ,md the potential fot a large nmnber of 

retlrclncnts in coming years hut !la.,> not developcd a pbn to rcspond to 

these needs. 

PA. WC's Human Resources has performed an analysis of employees who are eligible for re6rement in 

the coming years. P.A. WC expects most eligible employees to retire at 62 years of age and calculates that 

23% of its employees ",rill retire by 2014 and 48% by 2021. This estimate combined with regular 

attrition presents a JJlt!l0rchalJenge to the company-one which the company has described as a 

"massive loss of institutional knowledge" and was described by one HR Manager as "horrifying." 

Ex-hibi! II-II provides a yearly analysis of employees who are eligible for retirement. 
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It should be noted that "eligible to retire" does not necessarily mean "will retire." The decision to retire 

reflects a complex and often uniquely individual set of variables. Retirement income and healthcare 

benefits are often weighed against work satisfaction, lifesryle goals, health condition, and other factors. 

pj\ we simply has not gone further to analyze the retirement intentions of eligible employees. 

In 2006, the Regional Human Resources Director prepared a document describing the problem and 

outlining possible responses. This document further detailed the scope of the problem faced by the 

company: 

t Inabiliry to provide service to customers as re(]uired by regulators 

,. Lack of growth due to inability to support new customers 
<& Inability to comply with mandated maintenance and quality standards 
,. Work/life balance problems, leading to poor morale and retention issues 

¢ Inabiliry to perform capital \,vork required to upgrade and maintain infrastructure 

• Loss of reputation, as a reliable business and an employer· 

~ Increased costs to attract and retain staff in a tight labor market 

While the document lays out a number of possible strategies, it does not provide a specific 

recommendation nor does it include any implementation timetable. In addition, the document focuses 

on retention and workforce replenishment, suggesting that the workforce of the future will be much the 

same as the current workforce. Little consideration is given to changing needs of the organization and 

the potential for redesigned jobs. 
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The 2007 Target i\greement for the Southeast Region specifies: "Implement recommended actions 

from '\Vorkforce Replenishment Document created in 200e as a Target Measure". In fact, no 

implementation plan was creared. A planned pilot project in western Pennsylvania was not 

implemented. 

Finally, at the risk of pointing out the obvious, a goal is not a measure. We would expect to see specific 

retention, hiring, employee engagement, and training measures that demonstrate the effectiveness of the 

strategy. 

This finding was addressed further as part of our Phase III efforts. 

Finding n~15 FA \X"!C does not have effective position control. 

Position control is the accurate accounting of authorized positions and the number of individuals in a 

given c1assificat.ion. It is essential for workforce planning, budget control, and employment-law 

compliance. \Ve would expect this control to be in place in the Human Resources Information System; 

however, the acting Vice President for Human Resources indicated that the function in the JD Edwards 

HRIS system does nor work. 

Requisition control is accomplished through Peopleclick, a staffing management software program. Use 

of this software allows the company to track all open positions, but it does not provide information on 

active employees nor can it tell the number of authorized positions versus actual number of positions 

filled. The company attempts to do a monthly reconciliation between Peopleclick and Hyperion 

(business-performance report~ng system). The HR-Process improvement project does include 

implementation of the .IDE Position Control Module but the status of this project is unclear. 

\,\iorkforce planning is done primarily through the budgeting process. Each manager requests a 

headcount based on historical requests and planned work. But when Schumaker & Company asked for 

staffing data as part of the review of water operations, '-ve were referred to the Affirmative Action 

utilization report. \Ve would expect the company to be able to produce a position-control report that is 

independent of the Affirmative A.ction plan (and we would expect the Affirmative Action data to be 
validated against the position-control data). In addition, we discuss in Chapter X (provide title of 

Chapter as well) the problems associated with this report. 

Given all of this, we are not confident that the company has the ability to comprehensively analyze its 

workforce and its future needs. When Schumaker & Company recluested a"status update on the HR 

process improvement project and specifically the position control module in JDE, we were told that the 

project is now in the planning phase. 1\0 further details or timetable Was provided. 
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Finding II-iS A bck of reliable information on employee capabilities (bench strength) 
hinders PAWC's abilify to respond effectively to curn:t1t demands and phm 

for fUture growth. 

During Spring/Summer 2006, American Water conducted an Organizational Capability Review (OCR). 

The objectives of this effort were to: 

'* Identify internal talent to meet our current and future strategic business objec6ves 

~ Calibrate leadership capability and bench strength 

~ Identify and develop potential leadership talent for key roles 

+ Execllte action plans to close succession and competency gaps 

The process consisted of a series of group capability-review sessions held at both the regional and 

corporate levels to review the top four layers of leadership (based on reporting rela60nship - President 

of PA WC and next one or cwo levels - a total of about 300 people for all of American \\!ater). It also 

included a discussion of key business issues, the identification of potential sllccession candidates for key 

roles, and development actions to continue building a strong talent pipeline \"\,rjthin the business. 1\s part 

of the OCR, candidates were revie\ved according to both their past performance and their assessed 

leadership potential. They-were then identified for possible leadership positions in one of three 

timeframes: Ready Now (0-12 months); Ready in 1-2 Years; or Ready in 3-5 Years. 

As a result of this process, the company reported, "Not surprisingly, given the 2004 reorganization, 

turnover, and subsequent high number of new hires to the organization, the bench strength in most 

functional areas is quite thin." 

\V'e found a specific example of the effects of this limited talent assessment in the business case for 

ExecuTrack software: 

"1\s an additional benefit, ExecuTrack will assist us in addressing our business needs, specifically in the 

areas of talent identifica60n, tracking, and performance management. For example, American \vater 

had some Sllccesses as well as some unsuccessful bids that were tendered in 2005. We can directly 

attribute the loss of some potential work in the Southeast Region to our inability to effectively identify 
talent to be assigned to those projects. What separated us from the successful bidders was their ability 

to identify up front the individuals within their organizations they were proposing be assigned to the 

projects (based on specific skills/ education/license requirements, and work experience). They were 

then able to include these individuals in the presentation/selling process. Due to our lack of 

information, we were not able to compete on this level. The impact on operating revenue (before taxes) 
for the five (5) years of the proposed contracts that were lost was in excess of $."1.6 million. Based on 

this example, going forward, it will be even more crucial for American Water to effectively assign 

resources to projects and potential business acquisitions and to be able to do it in a streamlined and 

efficient manner." 
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American Water had planned to conduct the OCR assessment further down in the organization in 2007. 

It appears this aim was not accomplished. More speciftc to this audit, there is no OCR for PA WC and 

we believe that this review is critical given the PA WC's future direction. 

Finding Il-17 PAWC has Hot met its goal to reduce time-to-hire by 10"/;,. 

PAWC Human Resources set a measurable target for 2007 to reduce time-to-hire by 10% compared to 

2006. In 2006, the average time to tlll a requisition was 63 days. j\ 10% reduction would, therefore, put 

the 2007 target at 57 days but the company was only able to reduce the average number of days to 60. 

Exhibit 11-12 provides the number of requisitions and the average time to fill for the last two years. 

Exhibit U-12 
Pennsylvania-American \Vater Company Staffing Requisitions and Average Time to Fill 

2003 to 2007 (through February 2007) 

Year 

2003 

2004 

2005 

2006 

2007 

Number of Staffing 
Requisitions 

Not available 

Not Hvailable 

88 (Western p"-l only) 

173 (P,-\) 

206 (p.-\) 

Average Time To Fill 

;\lot available 

Not available 

25 (\vesrern P.-\ only) 

63 (P.-\) 

60 (p"-\) 

The data for 2007 suggests that PAWC is not mee6ng its goal. We also note that PA we had trouble 

producing these figures and required corrections to their original submissions. Our concern is that 

workforce availability is critical to utility performance. This key HR performance indicator should be 

tracked and reported regularly_ In addition, workforce replenishment has been identified by p"-\ we as a 

critical challenge. A.s such, we would expect to see an effort to improve performance in this area. 

Finding II-IS PA \'iVC uses a rime and ancndanct~ system \vith limited functionality that 

was developed in-house 

Currently, PA WC uses a combination of systems to track time and attendance. The company makes 

some use of the JDE time and attendance module but relies primarily on the homegrown system. The 
company also does a significant amount of manual tracking, which results in signifIcant paperwork. As 

we reported earlier, there is an HR Specialist for Pennsylvania who is primarily responsible for leave 

administration, including the manual tracking. 
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1. Pay-periods-processed listing 

2. HR-interface detail transaction listing 

3 .. HR-interface error report 

4. Payroll barch-file processing 

j. J-IR-interface totals-transaction listing 
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We find this reporting capability to be of limited functionality. A more sophisticated time and 

attendance system would support leave administration and absence management and would provide 

reports useful to workforce planning. 
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In additjon, this system is not a commercially supported one. Therefore, the risk of failure is greater .and 

it will not have regular updates that are common with a modern system provided and supported by a 

third party. 

A \Xl\'{fSC recognizes that using different systems is different places is a problem for the company and 

would like to move to a common platform. Unfortunately, this plan does not involve moving to a 

vendor supported system with sophisticated functionality. The company does not have a specific plan 

to modify or upgrade the Pennsylvania time and attendance system. Rather, they are looking to create a 

single time reporting system for all American \vater that incorporates the best of the four systems 

currently in use. In February 2008, the company reports that the project, subject to approvals, is most 

likely to occur sometime in the 24 to 36 month timeframe. 

\ve understand that time and attendance system::; are expensive and can be difficult ro implement. 

Clearly, /\,merican Water has chosen to save costs by using an existing system. \'{!e also note that 

American Water, time and attendance, as well as payroll, are owned by the Finance/Shared Services 

function, not the Human Resources function. Nonetheless, HR depends on the time and attendance 

system to support absence management and leave administration. In addition, it bears the cost of HR 

specialists whose primary role is leave administration and performs manual tracking of leaves that could 

be done by a modern time and attendance system. As such, ,ve would expect HR to take a lead role in 

moving the company to better system . 

.Finding 11-19 American Water/PAWC {hws mn have a forma! management development 
process. 

This finding repeats, to some degree, ]-<zndillg T/JI-4 in Chapter VII - Corporate Culttlre, iV1anage7tlent ..ltmdlfre., 

Clnd StaffiNg Levels, but we believe it is important to reiterate it here as it relates to other findings in this 

chapter. Given the growth goals ofPAWC, the limited bench strength of management (Finding Il-t6), 

the threat of significant retirements and the corresponding loss of institutional knowledge(nlldi!t~ 11-14), 

and the technical training focus of PA WC Training and Organization Development Staff (Finding IJ·t 3), 

we see a signiticant unmet need to develop PAWC's leadership capabilities. Unforrunately, PA \'{TC has 
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no formal management or leadership-development process nor does it have a plan to implement a 

management/leadership-development program (although it does appear to recognize the need for one). 

Finding n -20 PA'X'C does not h"we a learning management syst<:m. 

PA \'(fC HR does not have comprehensive data on employee training, training needs, certifications, 

licenses and other key data related to performance management and workforce planning. 

Modern learning management systems provide a comprehensive database for learning records, 

competencies, certitlcations and related data. They provide sophisticated reporting training 

administration tools. These include course scheduling, employee self registration, manager access to 

employee records and training evaluation data. Increasingly, these systems also provide a platform for 

on-line learning. Some even integrate with performance management systems (work planning and 

evaluation). 

Schumaker & Company believes that the high level of training needs and the limited training and 

development staff of Pi\' \'(!C argues strongly for such a system. 

Recommendations 

Recommendation H-4 Strengthen HR aCC{)urH~lbmty to the PAWC President. 
Finding II-S.) 

The appointment of P.t\ WC President signals the need for an organization that is fully responsive to the 

business needs and regulatory requirements of this organizational unit of American \Vater. Meeting the 

strategic objectives ofPennsylvania-.American Water Company wiU require substantial HR support. We 

have made the point that HR leadership is aligned to regionaJ and national priorities, perhaps giving less 
attention to Pennsylvania-specitlc needs. 

A.t minimum, this would involve implementing a service level agreement (RecolllltJendatioli [[.6) and a HR 
scorecard (RecolJ'llJletldatioJl 11-7). In addition, the HR Director serving Pennsylvania should be evaluated, 

at least in part, by the PA WC President. Consideration should also be given to appointing a HR 

Director for Pennsylvania. P.>1 \'(!C is large enough to warrant an HR Director who is directly 

accountable to the PA \XlC President, with an indirect relationship to.A \V\v'SC HR and without regional 

responsibilities. 

Recommendation H-5 Assess PAWC's HR needs and staff accordingly, (Refer to 

Finding II-8 and Finding u-m.) 

Schumaker & Company is not able to determine whether there is sufficient HR staff to adequately serve 

the needs of the PA We. Standard ratios cannot be applied. In the absence of a service level agreement, 
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we do not know the full-time equivalent (FIE) of the HR support Pi\. WC receives from ,).,. WWSC; 

however, we have pointed to a number of factors that suggest HR is not fully mee6ng the needs of 
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Pi\. We. We have identitled unmet goals from the HR Target Agreement including such key goals as 

implementing workforce replenishment strategies, implementing the corporate diversity initiative, 

reducing time to hire, and increasing diversity hires. \Y./e have also identified the need for leadership 

development and the fact that Pennsylvania Training and Development staff have been largely focused 

on technical training. 

As such, we recommend the PA we clearly identify HR priorities and assess the capacity of the current 

HR organization to meet its needs. \'Vhere gaps exist, we believe additional resources should be 

provided to the function. 

Recommendation U-6 Develop ati HR servit.'e level agreement with AW'\'VSC. (Refer to 
Finding IP).) 

A \v\X!SC is a shared service provider to American Water affiliates (although the term is used only to 

describe flnancial services in this company). P f\ \"\!C should have a specific agreement as is standard in 

shared services environments. The agreement should specify the services provided and the standards 

associated with the service. These standards should specify volume, time, and condition (quality) of 

service. Performance should be reported regularly and the agreement should be modified periodically. 

Recommendiltion B-7 Develop a Pennsylvania-specific HR scorecard. (Refer to 
Finding iI-HL) 

It is an obvious follow-on to a service level agreement (SL'\) that there be a standard set of metrics 

related to the standards in the SLA W'e believe that the HR scorecard should include these metrics as 

part of a larger report on FIR's contribution to P 1\ We. Consistent with the standard balanced-scorecard 

approach, we would expect to see measu.res that reflect the strategic, operational, financial, and 

customer (both PA \"\!C management and employees) perspectives. 

Recommendation H-S A.lign HR services to the strategk priorities nfPAWC, (Refer to 
Finding 11-8 and Finding n~12,) 

Human Resources in general and Training and Development in particular must align their efforts to the 

strategic objectives of PA We. This aim requires a clear statement of the strategic priorities and a 

detailed plan from HR, Vvith timelines and metrics, which spells out HR support. 

Recommendation H-9 Consider outsourcing technical training, (Refer to Finding II-B.) 

Designing and implementing technical training is not the highest and best use of the limited Training 

and Organizational Development staff. External vendors generally have standardized approaches and 

leverage higher volume to provided cost dTective services. HR can provide strategic and administrative 
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support to the employee development (including technical training) but operations should own, manage 

and fund this need. 

Recommembtkm II-W implement ;.\ learning management system. (Refer tn 

Finding B-2!) 

Perhaps the most critical support that HR can provide related to employee development is a system to 

manage this function. Modern learning management systems streamline training administration and also 

provide a comprehensive data base of employee learning, competencies, licenses, certifica'tions and 

related data. This data will not only support employee development, it will also support workforce 

planning, regulatory compliance and the staffing process. Such a system could also support a move to 

on-line learning where appropriate. 

Re;:ommcndarion U-U Conduct comprehensive workforce planning for an levels of the 
organiz~\tion and provide necessary resources for implement~Hi(jn. 
(Refer to Finding H-12 and Exhibit H-12.) 

Given the long-term implications of retirement and normal attrition at PA \\IC, it is obvious that an 

action plan is needed. This plan should be more than a recnlitment plan to replenish existing positions. 

Pi\ WC needs to assess what competencies will be needed in the future. This is an opportunity to work 

\vith the union to redesign jobs for increased efficiency. In ;lddition, the workforce plan should dovetail 

with the company's diversity initiative. 

This plan should also address management succession planning at all levels. }l.gain, the approach should 

be larger than a replenishment strategy but should also look to the leadeJ:ship competencies that are 

necessary to fully engage the workforce, support a high-performing culture, and develop the leadership 

capacity of others. 

While the loss of institutional knowledge is a challenge the company must face, the significant turnover 

in the coming years presents an enormous opportunity to change the corporate culture and develop a 

workforce that is fully capable of meeting the needs of PA WC and its customers. 

The workforce planning process and associated strategies for addressing the future needs of the 

organization will require additional resources. The development of a comprehensive work plan should 

identify needed resources and form 'the basis for a business case for funding. 

Recommendation H-12 Complete the Organizational Capability Review for ail levels of 
Pi\WC management. (Refer to Finding H-16.) 

Given the strategic priorities of PA WC, it is essential that HR complete an Organizational Capability 

Review for Pennsylvania and integrate into the performance management process. The process used for 

American Water's top 300 appears to be effective and should be applied to PA WC 
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!mp!cmCIH a k~der$hip-devel()pmellt prognul.l and provide 

;,;ufficient !'csnurceB t'o sustain. (Refer to Finding H-19 .J 
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Given the strategic priority for leadership development, it seems obvious that this priority become the 

focus of the Training and Development group. within Human Resources. This goal means finding other 

resources to meet the technical and safety-training needs of PA We. Although we recognize the need 

for 1"\merican \Vater to have a consistent philosophy and approach to leadership development across the 

enterprise, we are concerned that it will provide neither sufficient resources nor move 'With due haste. 

\Vhether Pennsylvania is a model for the rest of the organization or part of a company-wide init.iative, 

we believe that PA \VC will need additional training resources to implement an effective program. 

Recommendation H-.H fmpkmClll position cont.rol. (Refer to Finding 11-15) 

As described in Finding 8, this essential control tool IS critical for workforce planning. Schumaker & 

Company also made note that this endeavor is included in the HR-Process Improvement Project and 

reiterate the importance on implementing this aspect of the project. 

Recn;:nmendalion U-J5 l::va!U>llC !ht7 <:05t5 ~HH! benefits ~t5s()cilltcd ,yilh ~l more 

Bophistieated time and attendance systenL (Refer to 

Finding II-IS.) 

Schumaker & Company has identified a number of risks associated with the current time and attendance 

system. American Water should conduct a risk assessment of the decision to continue with (and expand 

the use of) a homegrown system. Schumaker & Company believes a cost/benefit analysis of available 

systems ""ould likely support a decision to replace the current system. While HR does not have sole 

responsibility for this system, we expect them to playa key role in defining the needs of a new system 

and to gain substan6al efficiencies from its implementation. 

Analyze recnlinlltlHdnd sek:rtiou process, irnplemcnt process 
improvements, m~~;tsurc perforllumce, <lnd provide addition~ll 
resourceS if necess·.uy. (Refer to Finding II-i6 and Finding II-17.) 

The root cause of the current length of the time it takes to fill a position is not entirely clear. Given the 

anticipated turnover at PA WC, Schumaker & Company knows this function ",ill continue to experience 

high demand. Schumaker & Company recommends a complete process analysis to determine whether 
there are ways to make the process more efficient. In addi60n, Schumaker & Company recommends a 

complete set of metrics be identified, tracked, and reported in order to monitor the sta ffing function's 

efficiency and effectiveness. Finally, Schumaker & Company would expect the workforce plan to 

predict hiring needs in the coming years and provide a firm basis for determining whether additional HR 

staff is reguired. 
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This chapter provides a review of the financial management services provided to Pennsylvania­

American Water Company (PA. WC). 

A. Background & Perspective 

59 

Financial services support to P1A. \VC is provided by },merican \X'ater corporate department personnel 

(part of American Water \'(!orks Service Company or A \X'\.VSC) reporting to American Water's Senior 

Vice President (SVP)/Chief Financial Officer (CFO), who reports directly to the American Water Chief 

Executive Officer (CEO) & President. There are 469 staff (as of October 2007) reporting to the CFO 

.in eight departments: 1) Regional Finance, 2) Inrernal Audit, 3) Investor Relations, 4) Information 

Technology Services (ITS), 5) Treasurer, 6) Controller, 7) Planning & Reporting, and 8) American Water 

Enterprises (1\ WE) Finance. The Regional Fimnce departments are headed by Directors, while the 

other financial departments are headed by Vice Presidents, although all of the department heads have 

the same pay scale and grade. /\ll of these departments, except for ITS and }, WE, are reviewed in this 

chapter. The ITS Department is reviewed in Chapter IV - Support Scrvim. The.A. WE Fimlnce 

Department is not reviewed as part of this audit because j\ \VE is a non-regulated entity and the A WE 

Finance Department does not provide services on behalf ofPA We. 

The Regional Finance Directors are physically located within the .five regional operations they support 

(Southeast Region, Northeast Region, Central Region, \Viest Region, and A WE) in a matrix configuration. 

P.t\ WC is in the Southeast Region, headquartered in Hershey, PA. The Regional Finance Directors 

support the Division Executive Vice Presidents (EVPs) for their respective division (Southeast Region is 

in the Eastern Division) and the State Presidents in their region, but they have a direct-line reporting 

responsibility to the CFO of .'\merican Water. The Regional Finance DirectOr for the Southeast Region is 

located in Hershey, along with four financial departments: Rates & Regulations; Performance, Planning, 

& Reporting; Controls & Compliance, and Project: Finance. The other 1\.merican Water financial 

departments are located either at American \\fater corporate headquarters in Voorhees, NJ, or at the 

Shared Services Center (SSC) in Cherry Hill, NJ. 

Exhibit 0-1 presents 1'1. \~!WSC financial organizations that support PA WC operations, along \'vltb a brief 

description of the functions they perform and the size of the staffs performing them. 
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Exhibit IIl-l 
A w\VSC Financial Functions 

as December 31,2007 
Page 1 of2 

Organizational Unit 

SVP& CFO 

Regional Finance Director-Southeast Region 

Rates 2nd Regulations 

Performance, Planning, & Reporting 

Controls & Compliance 

VI', Tntemal Audit 

Internal :\udit 

VP, Investor Relations 

Investor Relations 

VP, Shared Financial Services 

Financial Functions 

Support rate·making efforts for three states, 
Including Pennsylvania, There arc six other Rates 
staff members in West Virginia supporting the other 
three states in the Southe"st 

Coordinate development of five·year plan and annual 
budget 

l'.lonthly analysis and reporting of actual results 
compared to budget 

Develop quarterly reforecast of budget 

Financial support for Business Development 
initiatives (one posltion that reports to the Director) 

Helps develop, manage, and monitor key controls 
for the [mancial funcuons in the Southeast Region 

Interm] audits of P"l WC and the other state 
opera tions a nd corpora te [unc tions 

Planning, coordination, and comrnllnic:ltion required to 
be ready for ,-\mencan Water to go pllbhc 

--------------------,---------------------------------
ilccounting 

Financial Services - Rates, Fixed ,\ssets, and 
Cash ;Vranagement 

Financial Services _ .. Accounts PaY;lblc, 
Employee Services (payroll), and General Tax 

Support Services 

General ledger accounung and financi;11 reporting for 
P,\ and the other states in the Southeast Region 

Back-office suppOrt for rare case filings for all stare 
operations 

Controlling, managing, and reporting on fixed assets 
for all of the state operauons 

Day·to-day cash management and reponing for all of 
the regulated state operations 

Process ail accounts payable, payroll, and general tax 
transaclions for all reglll:ated state water companies 

Provides proiect management and systems liaison to 
Shared Services Center 

Staffing 

2 (includes I 
suppOrt staff) 

5 (for the 3 
states) with 11 

for toral SE 
Region 

6 in Hershey 
2 positions in 

other locations, 
plus 3 vacant 

positions 

1 (plus 3 vacant 
positions) 

6 

10 

48 

67 

8 

S,)urcc: Interviews 65, 70, 74, 77, 124,125,126,128, 129, 13'1,132, 133,134,135, 136, 137,138, 141. 142, and 157, plus Infomlation 
Responses 1 and 532 
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.·\ssistant Treasurer, Capital Markers, & Cash 
r.lanagement 

Coordination and liaison with credit-rating agencies 
and bankers, and cash management accounting 

5 

Risk Management 

Financial Evaluation, Benefits 

Treasury Planning & Reporting 

VP & Controller 

Income Tax 

Corporate ",ccounting 

Internal Controls 

VP, Planning & Reporting 

Covered in another chapter in tills report 

j\lanagement of pension benefit plans and 1.1Usts and 
capitalization analysis 

Debt management, analysis, and reponing 

Federal and state income t:lX analysis, accounting, 
and reponing 

General ledger consolidation and corporate 
accounting 

Development, management, and testing internal 
controls 

12 plus 4 
vacant 

8 

6 
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----------------------t----------------------------
Financial.i\lodeling & Evaluation 

".Business Performance ReportJng 

Ftnancial planning, modeling, and capital Investment 
evaluation 

Financial and performance reporting for state, region 

Service Company financial planpjng and ~lI1alysis_ 

Total 

3 plus 1 
vacant 

4 

4 

213 plus 11 
vacant 

S')lIrcc: Inter\'icw~ 65, 66, 70, 74, 77, 124,125, ·126,128,129,131.132,133,134. "135,136.137,138,141,142, and 157, pill' Informarion 
Re~ron,c,·1 "nu 532 

All of these staff, with the exception of the Regional Finance Director (Southeast Region) and 

Accounting (Southeast Region) perform financial functions for all regions. The number of financial 

staff for all the regional positions is roughly comparable. Staff in other regions (Northeast, Central, 
Western) support their region/ division, as does other Regional General Accounting support. 

This BackgrollJld e'7 Per.rpectil!e section is further divided into four segments: 

1; Financial Reguirements Planning and Cash Management 
~ Managerial Reporting, j\ccounting, and Controls 

• Budget Management, Reporting, and Control 

+ Internal Auditing 
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Financial recluirements planning and cash-related services for P 1\ \'VC are the responsibility of several 

different j\merican \'Cater corporate financial departments, all of which report to American \'Vater's Svl) 

& CFO. Financial requirements and the monitoring of all funds are the responsibility of the Treasury 

Department, while cash accounting is managed and reconciled by the Cash lvfanagement group in the 

Shared Services Center. This hierarchy is true for all of the state-regulated operations, including 

Pennsylvania. Actual customer billing and collection is the responsibility of the Customer Relations 

Departmen t, which is revie,ved in Chapter X - ClIstomer J mice. 

Cash Management 

Cash from customer payments enter the j\merican \'Vater system through PA \'VC's lockbox accounts at 

Mellon Bank. Prior to 2008, Deutsch Bank also provided lockbox services (for state operations other 

than PA \X!C). j\dditional customer payments are collected through third-party collection sites at grocery 

stores and other similar retail establishments. All available funds are swept from this account on a daily 

basis into a common American Water account. The average daily balance for PA. WC's Mellon Bank 

lockbox account for the past five years has been approximately $900,000. The average daily balance for 

2003 to 2007 is shown onF .. xbibit Ill-2. 

SOtH"O;: In fonnr.1tiof] R(;:-;p()n~e 33 

Date 

20m 
2004 
2005 
2006 
2007 

Total 

Exhibit IlI-2 
PAWC Mellon Lockbox Account 

Daily Balances 2003 10 2007 

Averao-e Dail Balance 

$658,054 
$873,748 

$1,021,584 
$958,824 
$997,993 
$902,040 

Incoming cash in this cash :lCcountis reconciled by the Shared Services Cash IVIanagement group and is 

monitored by the Treasury Department. Reconciliation includes matching total cash received 

(according to Mellon Bank) to the total credited to customer accounts. Cash Management has a goal of 

reconciling these amounts within two days and is almost always able to do so \N;thin this timeframe. 

Effective January, 2008, Mellon Bank started providing check imaging for the PA. WC lock box. This 

imaging process allows American Water to research customer payment inquiries 0l! a real-time basis 

through Mellon's website rather than having to request copies of checks or payment stubs. Cash 

1'vbnagcmcnt's merrics are measured and reported in the Shared Services Center results, along with the 

other financial Shared Services departments. As an example of the metrics used by American \'<iater, 
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several of Cash Management's metrics from June 2006 (not all of these specific performance merrics 

were tracked prior to June 2(06) through September 2007 ~re shown in Exhibit III·.? 

Exhibit IlI-3 
Example of SSC Cash Management Metrics 

June 2006 through September 2007 

2006 2007 
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Cash 
I\-fanagement 
Functions I Target Jlln I Jui ! "tlg I Scp I OCt I No\' I Dec I Jon I Feb I ilbrJI-,,_p_'......c_1\_I_il)_' _L1, _.It_In_...l-II_''_1 _1......1 "_t1_g_...L...I:<_:e_p--l 

Cash Collections 

Proces~t:d in one 
, day (WO''',,) 

Cash Disbursements 

# of errOr:: in 1 
payment> . AUI 
& \vire rran:-ic[s 

L:He payment=-- ro 
municlp:t~rie:; 

W!) I 

I) 

!I)d ]!iO Jflll 10!) Illil 1111) 

2 

I) !l o n! 

1'11) lOt) II)D! 100 I!)O 1(10 Ion 100 

2. 2 

Il f) !) 01 !l II o 
, 

NSf' check tum· 
O'-CC [,He - 2 <-by:-

Wil lOt lOti TOil 1110 lOll llit) II 1111) llill i lOi> lOll 1110 100 100: 
! 
i 

)(Ii} 1111) 

# {'If aCCur.lTI..: 

,'\CH r"ymenr. & 
WIn.:- rr:l11sfc:r~ 

_' __ . ___ - ~~~JLi _17_. 5_

11

L-'_17_H..J' ',--1_5_1 .. 5_ ~'){' ,-_H_'{_'5-"--_ll~"~2 ,-_I '_111_4-"--_44_' ~_' L.._,5_2--.I mOL! _5_(_'"-"--_{'_.,-_; .L..._

2

_

1 ~_7 L....._

25

_

5

_

1

..1 li_2._n_r-j! 

Reconciliations 

# of ;lccounr:; 
beyond p"ucy 

Unrccon:.kd item:: 

> 2 monrhs 

Unr:":c(lf1cilcd 
ircm=-> > 10";, uf 
account bnbno.: 
ond > SH),OO{) 

!I 

II 

1.1 .~ 

'>·1 7 47 

II !I (J 

II fl 4 

II f) .1 4 

(J II o il 

l\C(()UI1(S 

n,:oconcill:d I 1% 157 157 15') I(.i) I GIl 10) IHS 1 S1 175 17n 17.1 

Source: rnf~)rmatlon Rt~:-::pnnse 553 

This exhibit is presented as an example of the kind of metrlcs that are kept in the Cash Management 

area. It indicates that over this 16-monrh period, performance was very consistent, targets \vere 

generally met, and performance improved in 2007 over 2006. 

Additional analysis is performe.d on all accounts requiring reconciliation and is summarized in a 

Reconciliation (Recon) Summary, a monthly report that displays a count of successful reconciliations 

compared to all accounts that required reconciliation. Zero balance accounts do not require 

reconciliation. A. sample taken from the }'Ugust 2007 Recon Summary is shown in Exhibit III4. 

II 

15.1 
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runction Description I 
, All Tow! accounc~ 
~ Functions 

Exhibit III-4 
Cash Management 

Sample Excerpt from Reconciliation Summary 
for Month ended August 2007 

Regional COUnlS 
Count Count ~/() 

CE NE SE 

IO,HIIC, lIi()Hl"'" .\047 I,~H') 2,903 
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.. - Explanation 
WE 

2,g(17 
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17~ 

Rec()l1ciliation 15.) 
c{)mp!CfcJ 

Reconciliarion nor 11) 
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7.75'1!! lX4 

92.25";) 2.X(,.~ 

2,(,22 

')1.51l" " 

11)1).()I)U" 36 

Hil.9S"" .)(, 

11.05" .. I) I 

251 2i'l~ I,)~ 

I 
IJ.11l 2,695 2.67.' 

1,51J4 2,421 
i 

2,44') ! 

86.54" " H9.H3";, i 91.62":" 

67 43 26 .< Ex pe n$C It':-::: r h:1 n 
i 51,OI)t). DuC'ro 

(ccnncmng Item:, > 
flO d'.~y:\. 

52 .,9 26 

15 

I 
fl 

This exhibit shows that, in reconciling accounts, the Southeast Region is slightly behind the total 

account reconciliation for all the regions (89.83% compared to 90.24%) but slightly ahead in 

reconciliation of cash accounts (39/43 = 90.7% compared to 88.95%), 

Cash disbursements for P A WC are the responsibility of the Cash l\:lanagement group in the Shared 

Services Center, the same group that is responsible for reconciling accounts and incoming cash, This 

work group performs the same cash management function for all the American \Vater regulated 

companies. Cash disbursements for all regulated companies are made from one disbursement account 

in P!,(C Bank, which serves as the cash concentration and disbursement bank for all the other American 

\"Xfater regulated water utilities. The SSC Cash Management group manages this process and monitors 
all disbursement activities, 

Financial Requirements Planning 

The ,American Water subsidiary that serves as an internal bank for an the regulated operations is 

./\merican Water Capital Corporation (i\ WCC). The A WCC acts as an internal bank, providing cash as 

needed to the regulated operating companies and receiving excess cash from operating companies as an 

investment. PA \X'C and the other regulated subsidiaries borrow from, and loan money to, the A WCC at 

the same rate. Borro"\ving and lending terms and rates for PA \VC and the other regulated operating 
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companies are controlled by the A WCC service agreement in place since June 15,2000, which governs 

transactions between regulated companies, American \Vater Works Company (American Water's parent 

company), A.merican Water Works Service Company, and A \VCC. The regulated water companies can 

go outside the A.merican \Vater family to borrow funds when the rates are lower than what can be 

received by borrowing internally. For example, PAWC has borrowed locally from the Commonwealth 

of Pennsylvania, which offers water facility loans through the Pennsylvania Infrastructure Investment 

Authority (penn Vest loans). These low-interest loans are available to pay for design, engineering, and 

construction of publicly and privately owned drinking-water distribution systems. Terms depend on the 

useful life of the asset being financed. At June 30, 2007, approximately 4% of PA We's long-term debt 

of $887 million was Penn Vest loans. 

The Treasury Department monitors the cash balances of all the state operations to ensure that adequate 

cash is available for all operations. The Treasury Department also monitors the daily cash position of 

the corporation as well as each of the operating companies. This corporate department receives real­

time transaction and cash-balance reports from PNC bank. l\ treasury workstation system hosted by an 

application service provider (ASP) is used to assist in this function. Treasury workstations are used for 

the following cash and liquidity management functions: 

,. Long-term debt management 

• Short-term debt management 
t Inter-company debt management 
-¢' In-house bank management 

* Consolidation account 

-¢' Banking recollciUation 

-¢' Limited general ledger posting 

t Limited financial reporting 

* Purchase price variance reporting 

Additional functions offered through the treasury workstations that American Water is considering 
include: 

.. Enhanced general ledger posting 

~ Daily cash positioning 
$ Cash forecasting 

~ ACH/wire disbursements 

~ Enhanced account reconciliation 

• Enhanced financial reporting 
t Bank relationship management 

• Fair market-value m:ltlagement 

On a daily basis, the Treasury Department will determine the amount of funds (net of disbursements) 

available in bank accounts for overnight or temporary investment, which primarily is the A WCC 

concentration account. (For example, the PA WC MeHon Bank account only represents one- and two-
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day float amounts and associated funds are not available for possible overnight or temporary 

investment.) Available funds will be invested by A WCC in money market accountS or in securities such 

as commercial paper, reverse repurchase agreements, treasury bills, and other short-term Iiguid 

investments. 

The Treasury Department develops a long-term capitalization plan for each regulated water utility, 

including P j\ We. Factors that are considered in developing this plan include: 

~ Credit-rating impact 

• Maturity profile 

+ Interest-rate risk 

+ RegulatOlY impact 

w Tax implications 

• Economic and market trends 

~ Accounting conseguences 

The debt! eguity ratio for each utility is supposed to be based on the reguirements of the applicable state 

regulator. The maximum debt level cannot be greater than 65% of total capitalization (as specified in 

the various bond indentures). 

A WCC has credit lines totaling $800 million with a number of banks. Additionally, there is an 

agreement to provide.t\ \,(/CC with a letter of credit up to $150 million. The three main b>lnks in this 

consortium are Credit Swiss, Citibank, and JPMorgan. Other banks in this group include Citizens, 

Morgan Stanley, and DBS. 

},merkan \Vater \Vorks Company received an .t\- credit rating from Standard & Poor's in October 2006 

and also in September 2007. Moody's assigned American Water a rating of Baa2 in October 2007. 

American Water Capital Corporation has received ratings for the past five years for long-term debt and 

commercial paper. These ratings are shown in Exbiuit JJl·5: 

Exhibit TII-5 
AWCC Long-term Debt and Commercial Paper Ratings 
. 2003 to 2007 

Standard & Poor's Moody's 

2003 :1./NR Baal/P-2 

2004 ,-\jNR Baal!NR 

2005 A/NR Baal!NR 

2006 +/.J..-2 Baal/P-2 

2007 ,\·/.J..·2 Baa2!P-2 
NR=Not mted 
Source: Information [(esponst' S.34 
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In its analysis of j\merican Water Capital Corporation and Ameri<;:an \,(fater \X/orks Company, Moody's 

stated that the one-notch downgrade of 1\ WCe's senior unsecured debt had three causes: 1) the loss of 

implied support from RWE following the proposed American Water initial public offering (IPO); 2) 

historically weak consolidated credit metrics; and 3) the increase in financial and operating risk going 

forward as a stand-alone publicly traded company. The existence of a "support agreement" between the 

"American Water parent company and AWCC, effectively backstopping "A. WCC's timely payment of 

principal and interest, as needed, was the reason given for the assignment of the Baa2 rating to senior 

unsecured debt of A \VCe. 

Managerial Reporting, Accounting, and Controls 

Processes 

The financial processes included under the broader functions of managerial reporting, accounting, and 

controls are carried out by corporate accounting departments located at the /\,merican \Vater corporate 

headquarters in Voorhees, NJ and the Financial Shared Services Center in Cherry HiJl, NJ. Fixed assets, 

general ledger, accounts payable, payroll, and general tax wot·k for P.c\. WC are the responsibility of work 

groups under the VP, Shared Services, a group which is located in the Shared Services Center. Income 

tax and the responsibility for internal controls fall under the control of the J\ \'{rwsc VP & Controller at 

the American Water corporate offices. Matrixed in with the operating management personnel at 

pj\ WC's headguarters in Hershey, p"-\ is the Regional Finance Director and her staff. "As a group they 

hold the responsibility for managing the periodic reporting and interpreting of actual financial results 

and providing a liaison between corporate financial offices and p,-\ we operations. 

The accollnting functions for PA \'{!C and all of the other American Water operating entities are 

consolidated at the corporate level, with corporate representatives included in the local operations to 

provide the necessary financial support at the state level. Cash receipts and disbursements were 

discussed in the Cmh AiolJogeTllt!IJt section of this chapter. Basically, customer billing and collections, 

including accounts receivable, are consolidated at the corporate level (Customer Relations) along with 

cash accounting (Cash Managemenr in the Shared Services Center) and cash control (Treasury), 'With 
transaction and balance information provided to the state level. 

Likewise, the general ledger, accounts payable, fixed asset, payroll processing and reporting and general 

tax functions are performed by Shared Services for all of the regulated water companies, including 

PA We. Transactions are processed at the Shared Services Center, and information on the details of the 

financial operations is provided through the liaison financial personnel to the pj\ \Ve management in 
Pennsylvania. 

j\U PA we invoices are received at the Shared Services Center in New Jersey. The accounts payable 

personnel use Real View Imaging (RVl) to scan invoices into the accounts payable module of the JD 

Edw·ards general ledger system. Accounts payable specialists are assigned by state responsibility and 

8/7/2008 Schumaker & Company ~ 



68 

MAS REPOIU 2 - VOL 1 
CAUSE NO. 43680 
Page 120 of306 

invoices are segregated according to state. These specialists will code sales tax, vendor identification 

(ID), workbasket number, and representative individual, prior to scanning the invoice into RVl. 

Supervisors access the invoices through]D Edwards and verify the accuracy and validity of the 

purchase. They then approve the invoice for payment. Terms of payment will have been established by 

another department (Purchasing). Invoices are filed onsite for 30 days so that they will be available to 

clear up any outstanding issues. They are then destroyed by an outside contractor. 

The Shared Services General Tax Department is responsible for managing and accounting for all state 

and local taxes applicable to PA WC operations, ,-",'ith the exception of income taxes. These applicable 

taxes include the following: 

~ Sales and use 

~ Gross receipts 

'*' 
Franchise 

* Properry tax 

By centralizing the general tax fUllction, American Water believes that it has achieved a higher degree of 

professionalism. There have been some issues with this function in the past concerning late filing of tax 

returns. This funct.ion had been part of Shared Services, was then transferred to the operating 

companies or the regions, and is no\v back in Shared Services. 

To keep current on all state taxes and on rules and regulations goyerning the },merican Water property 

in approximately 1,000 counties throughout the United States, the General Tax work group subscribes 

to tax-updater information from Research Institute of America (RIA). This subscription allows the 

group to stay current on alJ state and local taxes. Documentation is maintained to verify that employees 

in this area have read the latest information available. 

The General Tax work group llses a transaction tax-management systems application by Sabrix, Inc. 

(Sabrix) to evaluate accounts payable transactions to determine local tax applicability. j\pproximately 

1,100 product codes have been assigned to all possible t.ypes of transactions. The Sabrix vendor 

maintains the system, which is updated monthly to ensure that the tax data is current. Purchase orders 
(unpaid) and standard invoices, customer refunds, electronic disbursement requests (FDRs), and P-cards 

(all paid) are uploaded into the system daily to be matched against the taxability matrix in Sabrix. Data 

on the tax calculated is transferred to the JD Edwards general ledger system daily, where a tax accrual is 

made. Tax payments to sl'ate and local authorities are made monthly. 

Fixed assets for PA. WC and all the regulated operating companies are managed and accounted for by a 

Shared Services work group that uses the PowerPlant system. This system, which was just implemented 

in 2007, interfaces directly with theil' general ledger system,]D Edwards. This system is commonly used 

by the utility industry and provides the necessary functionality to allow utilities to effectively manage 

their fixed assets. PowerPlant provides project management capability, consisting of work-order 

management, construction work in progress (C\XiIP) accounting, and facilitation of the capital-budget 
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development and asset unitization. Asset management features include management services such as 

cost accounting and pricing, ePR maintenance, depreciation studies, property tax management, and 

leased asset management as well as accrual and subledger accounting and calculations. The addition of 

the PowerTax module (in proce:;s of implementation at 2007 year-end) provides book-co-tax calculation 

and transactions, tax depreciation calculation, deferred tax calculation and facilitation, and tax 

provisions, including general-ledger mapping and calculation of effective tax rates. American Water 

management believes that PowerPlant will be a very valuable asset to assist their flxed-asset acco~nting. 

American \Vater is now working on developing custom reports from PowerPlant. With the acquisition 

of many companies with different types of fixed-asset records, management believes that some historical 

information of acquired companies is not maintained, because the detailed records were not available at 

the t.ime of acquisition, but that presumption cannot be quantified. The fixed-asset recordkeeping 

habits of acguisitions continue to be a challenge for American \·Vater. 

Payroll (Employee Services) accounting for all the American-Water-regulated operations, including 

P.A we, is performed by another work group in the Shared Services Center. The payroll module of the 

JD Edwards financial enterprise resource planning (ERP) system is used in this accounting. Time entry 

for all regulated employees is conducted through a front-end system and interfaced into].D. Edwards. 

Time reports are filed and kept for seven years . .Kon-union employees are paid on a bi-weekly basis. 

Union employees are paid on a weekly and bi-weekly basis. f\merican Water's payroll includes 

approximately 7,000 employees ~cross the country with 80 different union contracts. Every month, 

between 18,000 ~nd24,OOO payments (checks or pay stubs) are distributed. The Cash Management 

work group prints pay stubs and checks, and malls them to employees' work locations. Approximately 

70% of all American Water employees receive their pay through direct deposit. 

Systems 

American \Vater management since early in 2006 has been considering an upgrade to its 

accounting! payroll systems to gain some functionality. This upgrade need was being addressed with 

Thames \Vater (they were looking at S/~P) before the decision was made to divest j\merican \Vater and 

go public with an IPQ. At that time, all planning and work concerning the upgrade of their current 

ERP or the exploration of a migration to a different system stopped. JD Edwards is considered 
relatively stable by j\merican Water management and the rlnancial functions indicate that no problems 

have been encountered with the general ledger system as a result of the number of transactions or the 
size of the system; however, l\merican \Vater management has concerns about the lack of some 

automation features (refer to Fi/lding III-4). 
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Exhibit IfI-6lists the systems used by American Water and PA. we to support accounting and finance functions. 

System Name 

JD Edwards 

Horizon/Blue Cross 

l\lerrilJ Lynch 

.~etna 

Operations Parameter 
Database (OPD) 

329-i\fD Operating 
Report 

Hyperion 

TreasUlY Workstauon 

EX- Fax/EX Print 

RVI Imaging 

ECI:) Billing System 

PowerPlant (PP) 

\' ertex 

Sabrix 

Exhibit III-6 
Systems Supporting American Water's and PAWC's 

Accounting and Finance Functions 

Description 

Financial ERP s)'stem in which American \'(!ater currenrly uses the following modules: 
1) General Ledger, 2) ,~ccount5 Payable, 3) .~ccounrs Receivable, 4) Purchase Orders, 5) Inventory, 6) 
Payroll, and 7) Human Resources. JD Edwards interacts with [he applications listed below. 

:\fedical prm,;der who processes all information pertaimng to employee medical expenses. 

External vendor who processes all information pertaining to employee 401k. Customized 
interfaces are used in transmitting information on a weekly basis. 

External vendor who processes all Information pertaining to dental! chsabiltty. Customized 
I inrerfaces are used in transmitting information on a monrhl), b'lsis. 

Contains information such as system deliveq, water sales, customer counts, and unbilled revenue. 

The Operatioml Data Report \Vas developed to allow the business units ro manage their 
responsible areas more efficienrly. It was ,II so designed for mamlgement to II1ciude in the 
ManaglI1g DJrector's Report. 

Used for financial consolidation ,lOd reportJng. 

Cash management system that is used to track cash movements within the company. System 1S 

interfaced with PNC Bank. 

Third-party software llsed to automate the process of faxing purchase orders. A\so allows 
custom formatting for AP and payroll checks. 

External document-imaging system that allows document storage and feeds images into ,~p 
voucher process. 

Customized mterfaces pass informl1tion into the financial system for credit refunds, summarized 
sales, and cash transactions. 

System for capital budgeting, project accounting, fL"ed-asset accounting, properq' tax, tax 
depreciation, deferred tax, taX provision, and Internal and external capitallifecycle reporting for 
all legal entities of .~merican Water. Customized interfaces have been written for passing 
information between PowerPlanr and JD Edwards. 

Payroll tax cakulator that mainrains and calculates all payroll taxes and rules by locality. 

Integrated solution with JD Edwards purchaSlI1g, payables, and invcnrory-manl1gement modules 
to meet its llse-tax requirements. 

SOiJfCC: rnform:lriot1 Respon~c 49 

Performance Metrics 

Key finance and accounting functions performed by Shared Services for PA we and the other regulated 

water companies are measured on a monthly basis. An edited example of some of these metrics in the 

2006 and 2007 performance measures are shown below in Exhibit Ill-7. 
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sse Payroll, General Accounting, Rates, General Tax, & Accounts Payable Metrics 
June 2006 through September 2007 

2006 2007 

Jun Jul Aug Sep OCI Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep 

7, .IR 52 lUR III) 11:7 1.l2 52 104 f:U 511 _~5 ~9 1fJ() 6, I 2.' 

~s ;00 lIill IIIU lOti lliO ')7 

I 
?R.(' lilll n.i 19.-1 (!In !lIO IOI) ?~ tUI} 

J9.\ 241 2j3 :!.H 129 lUI ! 1221 
122 ~I 31 ).. I) 2\ I ~ 15 [S 

loU lOO IllU i IfJll IDO 10!! Sli 

I 
JO() I/iB 

IIlD l IWI Ifil! liiO flJD ion IHi) 

I l 
99.9R 99.81 9?'.IS 1J').:~6 99.91 ~9.HR ?91Ui ! 1)9.92 9?~2 99.8() o/;! Il!:l ~9.7'! I)').,l(i i !Oi) ! f)i) ~7 

I 

I l 
24 22 4; !'JJ )0 1 i II 44 ,12 IR 71) I 112 

J i ... L-

l!J(J lOU tIlo WII Ifll) !nll I lUll Jon lOll 100 ~~ I Ion I !Ill JOI} III" I JIJr! 

I i 
')(, ill/J 

I 
Illn ! lOll ! lOll Wit 

I 
Jon IIJ{I I 100 !Ull Inn I lOll lun loo filii Ili:J 

I I r 

I 

I I , 

I Pwpcrrv tax JOIl lI!~ 

Ilia I nh I nla n nl I)') % ')5 9~ I ~?9 n.s 9.1 ?K I--'J~i 
P,WI11t'nt:-; flkd 

I 1 'ri~dy("") I 
T:l~ rt'f'.\nlS ·lill) ~5 .1,-' 37 I Ii/:! Rj nl ')').2 91 n ~(, ?5 '):J %1 ')7 97 

f!led rimcly (",~ i 
Accounts PayabJe 

I nH)icc receipt -' " i 2~ 
j, I IJT 1.1 2.1 

t/) ,magmg 
(days) 

I :\rpro,·alof 3 5.2 .l..l 2.61 2.~S 
29 I 

f iO"olce:-; to 
pnKl·,;.'Sing 

(da)s) 

n/ a ::;= n(H available 
Source: I n forma hon Response 553 

-Although Exbibit III·7 is primarily provided as an example of the type of metrics reported by the Shared 

Financial Services departments, it does retlect that l1merican \V'ater mostly met its target metrics and 

\-vas very consistent over this 16-month period. 
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Forty hours of training is required for all Shared Services Center (SSe) employees. Such training is 
provided or coordinated by the Support Services work group. Exhibit IIl-8 shows a list of the training 

classes offered in 2006 and 2007 and the number of SSC personnel who completed these courses. 

Exhibit I1I-8 
Training Provided to SSC Personnel 

2006 and 2007 
as of October 31,2007 

# Training Course Title 

Utility Finance & ,-\ccounting - Levell 
2 Utility Finance & .-lccounting - Level 2 
.3 Service Company Billing & :\.ccounting Training 
4 Sales and Use Tax 
5 ECIS Report Traintng 
6 SOX Ovelview Training 
7 SSC SOX Education Series - ,-\.CCOlint Reconciliation 
8 SSC SOX Educatlon Series - Financial Reporting Commitments 
<) SSC SOX Education Series - Financial Statement Close 

10 SSC SOX Education Series - Fixed :\ssets 
11 SSC SOX Education Series - General Tax 
12 SSC SOX Education Series .. HR & Payroll 
B SSC SOX Education Series .- Purchase to Pay 
14 SSC SOX Education Series - Revenue 
) 5 SSC SOX Education Series - Information Technology (IT) 
16 Timesheet Training in ]DE 
17 Performance Review Form Training 
18 :\vaya Telephone Training 
19 Create a Presenration USlOg the .-\.merican Wiater Template 
20 L 11\1 Generation ]] 
21 UPS Worlds hip Training 
22 Genesys Webconferencing 101 
23 Cool Functions in Excel 
24 .\dvanced Excel 2003 
25 Excel 2000 Basics 
26 World Writer Levell Training 
27 \\/orld Writer - Part :\ 
28 World Writer - Part B 
29 Code of Ethics and Respect Tr;tining 
30 New Hire Orientation 
31 Safety, Security, & Business Continuity Training 
32 Business ContinUIty Plan Training 
33 Setting and ,\chieving lOur Prioriti~s 
34 Providing Constructive Feedback and Coaching 
35 Driving Performance 
36 SmartPros Orientation 
37 introduction to .\ccess 2003 
38 People Management Cycle 

Source: Intormatio!l Rc,pon<e 551 

Schumaker & Company 

TOTALS 

# Completing Course 

2006 2007 YTD 

115 54 
82 45 
22 
18 
14 
62 

84 
58 
78 
44 
27 
53 
68 
40 
39 
18 

31 
166 

5 
118 
24 
10 
17 8 
84 
15 
26 

60 
r') :L 

309 
56 103 

208 
38 

70 
22 
50 
10 
27 
57 

1,420 1,067 
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In 2006, 20 different classes were offered and 1,420 sse attendees completed these courses. In 2007, 

22 courses "vere offered and taught to ] ,067 sse attendees. Additionally, training is made available to 

all appropriate A.merican Water personnel, including PA we personnel, via Genesys conferencing/web 

training, On-Demand computer-based training, "train the trainer" training, and in-person training. The 

first 16 cou(ses listed on Exhibit IlJ-8 represent financial accounting and control courses that would be 

considered appropriate and desirable for sse I-lnancial management personnel to attend. There were 

921 sse attendees for the financial accounting and control courses over a two-year period. That 

number represents 37% (92] sse attendees/2487 total attendees) of all training provided for sse 

attendees. 

Budget Management, Reporting, and Control 

PA \Ve and all other American \'Vater business units prepare annual business plans: }Il American \X!ater, 

these business plans represent the impacts of ideas set out in strategic plans and converted into financial 

'plans and budgets. The diagram in Exhibit IJf-9 represents how the process flows from American \'{iater 

down to tbe P.>1 W,'e-Icvel business unit. 

Source; Interview 125 

Exhibit III-9 
Budget Process Flows from American Water to PAWC 

as of December 312007 

American \X/atcr 
Strategy 

1 
Rusiness Unit 

Str;lfcQf ,,, 

1 
PAWC 

Bll~in~~$ Plan 

The business plan represents the translation of strategic intent into detailed implementation plans. As 

such, the business plan is designed to: 

4 Review business scope, capability, and environment 

% Project business activities and identify actions required 
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Annually, f\merican Water will prepare a rolling five-year plan. The tlrst year is the annual budget and is 

developed at the monthly detail level. The following four years are developed at the annual level, 

although including the same level of line-item detail. Exhibit 111·10 presents the steps in the American 

Water budget-development process and the timeframes in which they are conducted. 

Step 

2 

3 

4 

S 

6 

7 

8 

9 

Il) 

11 

12 

13 

14 

IS 

16 

17 

18 

19 

Exhibit III-I0 
American Water Budget Process 

as of December 31, 2007 

Process Description 

Profit targets by region and capital expenditures (C.\PEX) targets by state 

Develop corporate assumptions/plans -' ,\gree profit and C.\PEX targets, draft corpofllte 
assumptions, develop rate schedules, develop growth model, develop balance sheet model 

Deliver business plan inputs - strategy, target confirmation, rates & regulations, economic 
assu.mptions, operations assumptjons, HR assumptions, procurement aSSllmptions, business 
development/growth, business efficiency initiatives, C.\PEX, IT spend. tools, & models 

Operations input to business plan 

Fi"sr dra ft .\ \~'\\iSC figures 

R\,(!E assumptions 

First draft budget submission to corpornte 

Corporate tlnance, rates, and C\PEX review 

Revised first-draft revision to regIOns 

ReglOn:l! revisions to business plan 

ReVIsed first-draft revisions to corporate 

Final C\PEX plan 

:>econd dnlft .\ \'(,,\X'SC figures to rCf,>1ons 

CFO/COO review 

Executive management ream (El\JT) review 

Second draft submirted to corporate 

El\IT J'eview of second draft 

Delivery to puent corpof<ltion (R\VE) 

Feedback from p:lrent corporation 

Stlurce: Inrcfvil'w 51 and lnformaoon Rt'~ponse 52 

Time Frame 

.\pril 

lIla)' 

i\Iay 

;\lay 

l\1ay 

June 

,\l1gLlst 

.\ugl1st 

.'l.ugust 

,\ugllSt 

,\ugust 

.\ugust 

September 

September 

September 

September 

October 

October 

November 

Templates are used by regional and corporate financial personnel to develop the income statement and 

balance sheet for the budget. This information is then uploaded to fiyperion Enterprise (Hyperion 9 

will be used for future budgets). Hyperion reports are validated to ensure the input was completed 
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accurately. Considenltions in developing this material and sources for the various line items' underlying 

data are shown as follows: 

• Income Statement 

RflJenJleS - The revenue template takes into consideration the number of connections, usage, 

rates, system delivery, and non-revenue water/ Llnaccounted water. The revenue is 

calculated for all classes (e.g., residential, industrial commercial, public authority, etc.) 

Operatillg UJJ"tJ 

" Prodtlltioll (OJts - These operating costs are developed using system-delivery expectations 

and future cost assumptions. 

* LIIJor- HeadcoLlnt templates are used to determine labor costs, including overtime and 

capitalized labor, as well as employee taxes and benefits. Temporary employee needs 

are also determined. Other post-employment benefits (OPEB) and pension costs are 

supplied by the corporate organization. 

... Jervire (oJJlP(lI~y - The corporate component of A.. \V"\'i/SC is provided by the corporate 

Financial Pbnning & .t\nalysis (FP&j\) organization. The regional component of 

A \'{/\v'SC is developed based on input from functional department heads. 

11> Other Operatil!!!, & Mailltcll(IJ/(f (O&A1) c_'Penm- - Department heads supply detailed input 

for expenses such as general office supplies and maintenance. Other expenses are 

determined based on input from the functional areas. 

Depreciation/ amoI1i:;(/tioll e.'pemc 

.. Depretiation expense is developed based on the strategic capital expenditure plan (SCEP) 

template, existing plant, and expected retirements. 

.. .Amortl?ptiOll e.'PcnJe is based on balances and amortization periods. 

Interest e.\jJmse is developed based on input from the Treasury Department. 

Taxes - Tax rates ,1[e based on input from the corporate Financial Planning & A.nalysis/Tax 

departmen ts. 

• Balance Sheet 

8/7/2008 

Pla"t alld eqllipmCl/t- The SCEP template is used to determine capital expenditures. 

/:/(COlilltS receivable - This balance is determined based on the revenue plan and days 

OLl ts tanding. 

AtWllfltJPC!)JClbic - This balance is developed based on expenditure reguiremenrs and days 

payable outstanding (DPO). 

Debt plaremell/s, equity inf"siotls, tIIul (Cub - These balances are budgeted-based business needs 

with Treasury input. 
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Payroll accmais - These accruals are developed using budgeted expense and expected 

requirements based on historical trends and current-year assumptions. 

Regl1latory assets/liabilities - These balances are determined from input provided by the Rates 

Group, Planning, and Tax departments based on historical regulatory treatment. 

American \'Vater has a formal quarterly budget reforecast process. The quarter 1 budget reforecast 

(Ql RF) is produced in March \v:ith February YTD data, the Q2RF is produced in June 'W'ith May YTD 

data, and the Q3RF is produced in September with August YTD data. The budget reforecasts go 

through much the same development and review process as the original budget. Exhibit lII-11 presents 

the Q2RF timetable for 2007. 

Exhibit III-ll 
American Water Second-Quarter Budget Reforecast Timetable 

Task 

Prepare and distribute guidelines and reporting template for Q2RF 

IdentifY tinancing requirements for remainder of 2007 for Treasury to 

calculate interest 

Populate Q2RF \'lith closed 2007 acruals and Q1RF for remaining 
periods (5 months actual + 7 monrhs Q1RF) 

Service Company Q2RF completed 

Calculate interest at business-unit level 

SCEPs finalized and provided to Regional Finance 

Distribute management fees and business-change costs for Q2RF 

Provide interest to business units/regions 

Pre-tax Q2RF loaded into Hyperion 

Tax provided pre-tax income and projection of permanent differences 
and significant temporary differences 

Tax provides estimated tax requirement (ETR) for each entity 

Taxes calculated and loaded into Hyperion 

Q2RF variance analysis due to Corporate Planning (profit & loss 
(P&L»: Q2RF \'TD variances ro Q 1 RF, total year budget (TYB) and 
last year's acrual (LY,-\); B/S: 12/31/07 Q2RF to QIRF & 1YB) 

Q2RF tax review completed (written confirmation required) 

Consolidation for Q2RF & intercompany reconciliation 

Q2RF locked 

Q2RF variance anaJysis due to Senior Management 

Q2RF commentary due to R\VE 

Source: Information Response 52 

~ Schumaker & Company 

Owner 

Corporate Planning 

Business Units/Regions 

Corporate Planning 

Service Company 

Treasury 

Capital Program 
"Management 

Service Company 

Corporate Planning 

Business Units/Regions 

Corporate Tax 

Corporate Tax 

Business Units/Regions 

Business Units/Regions 

Corporate Tax 

Corporate Planning 

Corporate Planning 

Corporate Planning 

Corporate Planning 

Due 

06/01/07 

06/04/07 

06/12/07 

06/12/07 

06/13/07 

06/13/07 

06/13/07 

06/13/07 

i\j\-f 

6/20/2007 

Pi\1 
6/20/2007 

06/22/07 

06/25/07 

06/25/07 

06/26/07 

06/26/07 

06/26/07 

06/29/07 

07/12/07 
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Monthly reviews are held to discuss the PA WC financial results compared to annual budget, 

reforecasted budgets, and the prior year's data. The Southeast Region Financial Reporting Package 

(FRP) is developed under the auspices of the Regional Director Finance and is discussed in a monthly 

Financial Reporting Package meeting/ call. Participants in this review include the A.merican Water CFO, 

the VP & Controller, the VP Planning & Reporting, the VP Shared Financial Services, the Regional 

Director Finance, and the Shared Services Regional Accounting Director. 

Recipients of the Financial Reporting Package, in addition to the participants in the meeting, include the 

Executive VP Business Operations for the Eastern Division, membf!rs of the Corporate Financial 

Planning & Analysis group, and the PA we State President. Included in this report and discussed at the 

monthly meeting are the month, quarter, and year-to-date income statement and balance sheet 

compared to the original budget, the latest reforecast, and the prior year's results .. Variance explanations 

are included whenever the assigned variance thresholds have been exceeded. Variance thresholds differ 

by state operations. Variance thresholds are crossed when a regulated state operation's income­

statement line item differs from budget estimates by more than 10% and from an established dollar 

amount by state. Pennsylvania's established dollar amount is $250,000. 

After the Financial Reporting Package has been developed and discussed, the monthly Business 

Performance Package (EPP) is prepared, again, under the control of the Regional Finance Director. The 

BPP adds operating data from service delivery and operating initiatives and is currently prepared at the 

regional level only. American Water expressed plan to move this function to the state level in 2008. 

The BPP is discussed in a monthly business-performance reporting meeting. Participants in this 

meeting usually include the American Water President & CEO, the SVP / CFO, the Chief Operating 

Officer (COO), the Eastern Division Executive Vice President, and the Regional Director Finance. 

Recipients of the BPP, in addition to the participants of the meeting, include members of the corporate 

Financial Planning & Analysis group and the PA WC President. Included in this report, in addition to 

the financial information from the Financial Reporting Package, are quarterly operational data and some 

additional financial informatjon, such as key performance indicators, status of key initiatives, and major 

projects; return on average common equity, financial ratios, financial trends and mitigating action plans, 

and reports of regulatory affairs and rate cases; business development, environmental compliance and 

service quality, labor issues and risk summary, legal corporate governance and policy compliance, and 
external affairs and other legal operating issues. 

The usual month-end financial-report development and meetings schedule is as follows: 

~ Dqy miNlls 1 (one business day prior to the end of the month) - Meeting takes place with state 

representatives and State Presidents and their staffs, basically operating people who are aware of 

what will be reported for the current month. 

+ Dqy 5 (fifth business day of the next mon th) - Preliminary results are provided (in the evening) 

to the participants of the next day's debriefing conference call. 

+ Dqy 6: (fifth business day of the next month, which was Day 5 in 2007) debriefing call -

j\lthough the books are not yet closed at this time, this call discusses the pre-tax results 
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(income statement, balance sheet, variance analysis, month-to-month trends, and questions to 

investigate). Adjustments can still be made that impact monthly financial results. This call 

includes the Shared Services Regional Finance Director; the Regional Director, Finance; the 

Manager - Performance, Planning, & Reporting; and their staffs, including state analysts. 

• Dqy 7 (seventh business day of the next month) (financial close) - Preparation of financial 

package begins using Hyperion 9. 

• Dqy 9 or 10 (ninth or tenth business day of the next month) - Perform state eliminations for 

consolidations. 

* Dqy 12 or 13 (twelfth or thirteenth business day of the next month) - Conduct Monthly 

Financial Reporting Package meeting and conference calls. 

t Dc!y 15 or 16 (fifteenth or sixteenth business day of the next month) - Conduct Business 

Performance Report meeting - includes financial information and operating data with input 

from Legal, External Affairs, and operations; prepare BPP in Hyperion. 

Internal Auditing 

p"'1 \X!C does not have a separate internal audit function. Instead, the Internal Audit function for PA \X!C 

and all of 1I.merican Water's operations is performed by the "'1 \'V,\VSC Internal Audit Department. This 

department is headed by the Vice President,Internal Audit (1'i). The Internal Audit VP's reporting line is 

to the Chair of the Audit Committee and CEO, with a dotted line to the CFO for administrative purposes 

(i.e., approve expense reports, tracking vacation, and processing other administrative paper work). The 

CFO also prepares the Internal Audit \i'P's personal performance review and the department budget 

review, with approval by the CEO and Chair of the Audit Committee. During this review, the Chair of the 

Audit Committee and CEO provide input, which is documented by the CFO for review with the Internal 

i\udit VP. The Chair of the "'1udit Committee also reviews the Internal j\udit VP's performance during a 

face-to-face meeting each year. 

The Internal j\ udit VP meets at least monthly with the CEO and at least quarterly with the Chair of the 

Audit Committee. Also, the Internal Audit VP meets monthly with the CFO for administrative 

purposes, as well as to have discussions regarding j\merican \Vater's control strengths and weaknesses. 
Also, Internal Audit VP meets with all senior management (i.e. 23 individuals for the 2008 Internal 

Audit plan) to review control strengths and weaknesses, as well as gather input for annual planning and 
future audits. 

The current Ii\. staff has seven members, including the VP, Internal Audit. There has been considerable 

turnover (approximately 60%) in this department since June, 2006, when the VP joined American 

\,\later. IA turnover since June, 2006 is higher than would be normal in an LA function that was not 

rotating personnel through this group as a training vehicle; however, IA management indicates that this 

turnover reflects the need to upgrade the quality of staff so as to bring addiljonal value to the IA 

process. Current staff members have backgrounds in Information Technology (IT), IT/Accounting, 
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Operations, and Engineering. Undergraduate college degrees include A.ccounting (4), Finance (1), 

Engineering (1), and Information Systems (1). Three staff members have earned Master of Business 

Admirustration (I'viB.i\.) degrees. Professional certifications include Certified Public i\ccountants (CPAs) 

(2), Certified Fraud Examiners (CFEs) (2), Certified Information System Auditor (ClSA) (1), Certified 

Internal Auditor (CIA) (2), and Certified Management Accountant (CMA) (1). 'The VP, Internal Audit 

intends to make this staff rotational in the future, with American Water personnel rotating through the 

Internal Audit Department to other parts of the company in a two- to three-year cycle. The Internal 

Audit Department would serve as a management development program. A formal program for this aim 

does not currently exist. Over the past 12 months, training for the entire Internal Audit staff included 

the follouring classes or subject areas: 

t Sarbanes-Oxley (SOX) Act 

.. Committee of Sponsoring Organizations (COSO) of the Treadway Commission control model 

.. Risk/ control assessment 

t Interpersonal/communication skills 

.. Regulatory accounting 

l\dditional training was provided to selected individual auditors in IT controls, tax and risk assessment, 

and data query using WIN Idea software. Future training plans include report writing, statistical 

analysis, process improvement analysis techniques and tools, and project management. 

'The Internal Audit Department has developed its audit process for compliance, operational, and 

information technology audits in accordance with the internal audit definition adopted by the Institute 

ofInternal Auditors (IIA). This definition indicates that internal audits should "add value and improve 

an organization's operations ... by bringing a systematic, disciplined approach to evaluate and improve 

the effectiveness of risk management, control and governance processes." 

Planning for internal audits conducted in 2007 was based on eight auditors in the Internal A.udit 

Department, each with 161 workdays available for a total of 1,291 workdays for the entire audit staff. 

This total time was allocated to audits (60% or 775 workdays), SOX assistance (20% or 258 workdays), 

and management requests, investigations, or similar activities (20% or 258 workdays). To prioritize the 

areas to audit the follO\;ving risk factors and applied weights were used: 

~ Internal control system (35%) 

* Findings of last audit (25'Yo) 

• Changes in organization/processes/staff (25% 

• Legal or other external int1uences (15%» 

Back-up risk factors and applicable weight factors were: 

.. Net profit of last fiscal year (25%,) 

+ Revenues of last fiscal year (33%) 

~ Balance sheet total oflast fiscal year (25%) 

~ "A.. verage number of employees in last fiscal year (17%) 
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Compliance audits are designed to assure that the company's activities comply with relevant laws, 

regulations, and company policy. Operational audits evaluate whether business divisions, functions, 

and/ or activities are operating economically, efficiently, and effectively. Information technology audits 

examine IT controls and evaluate information systems, practices, and operations. 

The Internall\udit Department has performed an average of almost 12 audits per year over the past five 

years, with the numbers falling off in 2006 (6) and 2007 YTD Ouly) (2). 1\ list of internal audits 
performed in 2003 and 2004 are shown in Exbibit IlI- J 2. 

Exhibit IlI-12 
Internal Audits Completed by Year 

2003 to 2004 

Count 
Plan 

Audit 
Date 

Status 
Year Issued 

2003 Energy Managemem 08/28/03 Completed 2003 
2 2003 Cash Management 10/07/03 Completed 2003 
3 2003 Commercial Development Process 11/06/03 Completed 2003 
4 2003 ORCO:M .\pplications 10/02/03 Completed 2003 
5 2003 .-\merion Water IS Policy Review 09/18/03 Completed 2003 
6 2003 .-\d Hoc - Integration ;\·Ianagement 10/31/03 Completed 2003 
7 2003 VTS Travel Audit 10/31/03 Completed 2003 
8 2003 Debt !\Ianagement 10/09/03 Completed 2003 
9 2003 IS Business Continuity Planning 02/13/04 Completed 2004 
10 2004 .-\ \vWSC Payroll 02/02/04 Completed 2004 
11 2004 ,-\ \'(·''\VSC - Pension 02/17 /04 Completed 2004 
12 2004 IS Data Center Review - Haddon Heights, NJ 03/05/04 Completed 2004 

Pennsylvania-:\merican \Vater Company 
13 2004 «(Capital Expenditures/Operations)/Financial Control and 03/19/04 Completed 2004 

Reporting (FCR)/Jnformation Systems) 
14 2004 .-\ \\i\VSC - CLlstomer Service Center 03/]6/04 Completed 2004 
15 2004 IS Change fVlanagemenr 02/27/04 Completed 2004 
16 2004 ,W\fWSC -JD Edwards 03/26/04 Completed 2004 
17 2004 ProperlY Development 04/26/04 Completed 2004 
18 2004 IS Data Center - .-\!ton 04/29/04 Completed 2004 
19 2004 :\ \\,\VSC - Internal Controls OS/26/04 Completed 2004 
20 2004 IS Data Center ReView - Belleville Lab 04/15/04 Completed 2004 
21 2004 .\merican \Vater Release Management 06/18/04 Completed 2004 
22 2004 Metering Processes 09/02/04 Completed 2004 
23 2004 IS Data Centre Review - Voorhees 10/07/04 Completed 2004 
24 2004 IS Data Centre Review - Hershey 10/18/04 Completed 2004 
25 2004 IS Data Centre Review - Mt Laurel, NJ 10/11/04 Completed 2004 
26 2004 IS Operations. Sys. Rev. - OS!400 10/18/04 Completed 2004 
27 2004 One-Time Cost 11/23/04 Completed 2004 
28 2004 .-\merican \'X'ater Capital Corporation 10/20/04 Completed 2004 
29 2004 Ideas Into ,-\ction 10/11/04 Completed 2004 

Source: Information Response 61 
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Those performed in 2005 and through July 2006 are shown in Exhibit 1II-13. 

Exhibit JII-13 
Internal Audits Completed by Year 

2005 to 2006 

Count 
Plan 

Audit 
Year 

30 2004 IS 1\ etwork Security 
31 2004 Debt Management 
32 2004 IS OpeL S)'s. Rev. - Unix 
33 2004 Business Developmenr 
34 2004 IS OpeL Sys. Rev - Windows 
35 2005 End-to-End Biljing Process 
36 2005 Commercial Development Process (Corporate Process) 
37 2005 A WWSC - Security 
38 2005 i\ \VWSC - IS Infrastfucture-Service/HelpDesk 
39 2005 End-to-End Payroll Process 
40 2005 ,-\ \v'\VSC - Purchase Cards 
41 2005 STEP Program 
42 2005 A W\'VSC - IS Operating Environment Revie'w - Notes & Intranet 
43 2005 .\ \'V"\VSC - Laboratories 

Pennsylvania-.-\merican Water Company 
44 2005 (Capital Expendimres/Operations)/Financial Control and 

Reporting/Information Systems) 
45 2005 ,\ \VWSC - Disbmsement Requests 
46 2005 ,\merican \Vater Capital Corporation - FCR 
47 2005 ,-\\X'\VSC - Cash iYlanagemenr (Receipts, P;lymenrs, & Recs) 
48 2005 ,-\ W'\\iSC - Risk Management 
49 2005 .-\ \vWSC - . -\ \\iSS Co Billing 
50 2005 ,-\ \X1WSC - Post Project ,-\ppraisal (Service First) 
51 2005 .-\ W'\VSC - Financial Processes (includes governance) 
52 2006 Operations Performance of Call Center Generated Work 
53 2006 Meter Reading 
54 2006 ,\ccounts Receivable/Reporting 
55 2006 IS - Service First Application 
56 2006 IS - SC\D,\ Systems 
57 2006 Compensation and Benefits 
58 2007 ,-\ \~,\'VS - Purchase Cards 
59 2007 .\ \'\!"\VSC - Disbursement Requests 

Source: Information Response 61 

Date 
Issued 

01/14/05 
02/04/05 
02/07/05 
03/22/05 
07/25/05 
07/18/05 
08/11/05 
07/29/05 
08/10/05 
09/21/05 
10/04/05 
10/07/05 
11/04/05 
11/22/05 

11/22/05 

11/16/05 
12/07/05 
12/07/05 
12/14/05 
01/19/06 
04/10/06 
06/29/06 
04/12/06 
05/10/06 
06/07/06 
06/20/06 
07ill/06 
07/19/06 
OS/08/07 
06/14/07 

Status 

Completed 2005 
Completed 2005 
Completed 2005 
Completed 2005 
Completed 2005 
Completed 2005 
Completed 2005 
Completed 2005 
Completed 2005 
Completed 2005 
Completed 2005 
Completed 2005 
Completed 2005 
Completed 2005 

Completed 2005 

Completed 2005 
Completed 2005 
Completed 2005 
Completed 2005 
Completed 2006 
Completed 2006 
Completed 2006 
Completed 2006 
Completed 2006 
Completed 2006 
Completed 2006 
Completed 2006 
Completed 2006 
Completed 2007 
Completed 2007 
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Only two of the audits completed during this five-year period targeted PA WC operations, but this 
tendency is not unexpected. That is because almost all financial functions concerning PA \'VC and the 

other regulated state operations are conducted in a consolidated manner by A WWSC corporate 

departments. The '.,TP, Internal Audit indicated that this department should be able to increase the 

current audit workload to an average of approximately 20, a target that is similar to the number of audits 

conducted in the 2003 to 2005 period, prior to his arrival. He indicated that he would probably need 

additional staff to reach that number of annual audits. 
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Both during an audit and at the exit interview for the audit, the audit findings, recommendations, and 

action plans are discussed with the management of the area being audited. j\udit reports are distributed 

to the management of the audited area (including Operating or State Presidents of the area involved), to 

senior American \'V'ater management, to the Audit Committee chair, and to American \\!ater's external 

auditors. Internal audit follows up with responsible parties on open action plans to verify resolution or 

obtain progress updates. The audit results can be escalated to senior management if appropriate 

corrective action has not been taken. 

Telephone calls from employees or persons outside of American \\!ater who had complaints or who 

wished to report irregularities, ethical issues, or complaints used to come in on the American \Vater 

"Hot Line" to the Internal Audit Department. These calls now go to an outside firm. Reports of calls 

are e-mailed to the VP, Internal Audit and to an A \'{/\X!SC attorney, who acts as a compliance ofiicer 

and the administrator of ethics calls. Calls can be anonymous and are classified in 21 categories. There 

is an Ethics Committee (created at the beginning of 2007), consisting of the CFO (chair), General 

Council, COO, HR, and the VP, Internal Audit. This committee meets at least quarterly. 

B. Findings & Conclusions 

Financial Requirements Planning and Cash Management 

Finding IH-l PA we cash is managed in an efficient aud cost-effective manner by 
corporate cash management functions. 

The American Water \'(!orks Service Company manages cash for all of its regulated operations, including 

PA WC, in a consolidated manner. The Shared Services Cash I'vianagement group manages and 

reconciles incoming and outgoing cash, and the Treasury Department monitors· cash balances and 

manages banking relationships. Together, these two corporate departments help ensure that all available 

cash is utilized and all entities have adequate cash for their daily needs. Incoming cash is collected in a 

Mellon Bank lockbox account. Daily, all available funds are swept from this account for a consolidated 

investment by American \\!ater Capital Corporation to money market accounts or to commercial paper 

or other short-term liquid investments. The daily balance in this account after the fund sweep has taken 

place has varied from a low of less than $19,000 to a high of $2.3 million over a five-year period. The 
average daily balance in this account during this timeframe has been $902,040. These funds were not 

available to be transferred, representing one- and two-day Hoat, or the time it takes for the funds to clear 

the banks on which the checks are drawn. 

Cash disbursements for all regulated operations are made from a single disbursement account at PNC 

Bank. The Treasury Department uses a real-time connection to banking operations and a Treasury 

workstation system to monitor cash balances and movement effectively and efficiently. 
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Because of the advantages of economies of scale in borrowing for all regulated water utilities, PA WC 

receives long-term funding through the i\merican Water Capital Corporation. American Water policy 

states that if a lower-cost source is available, PA WC is free to use that alternative. PA WC has used low­

cost water-facility loans through Penn Vest of the Commonwealth of Pennsylvania. These loans carry 

rates that are substantially lower than the other long-term debt PA \VC carries. Interest rates on these 

Penn Vest loans vary from a low of 1.00% up to 4.19%, compared to notes payable to affiliates having 

interest rates from 4.92% (4.92% redeemed in 2006) to 6.87% and general mortgage bonds having 

interest rates ranging from 3.60% up to 9.71%. 

Managerial Reporting, Accounting, and Controls 

Finding In~3 The consolidated !n'1nageri.ll reporting, accounting, and control functiuns 
serving PAWC are efficient and closely monitored. 

All managerial reporting, accounting', and control functions supporting Pi\' WC operations are handled 
by financial departments of A \\f\.vSc. All of these functions for all of the American-Water-regulated 

companies are consolidated at j\ WWSc. This consolidation allows for economies of scale for 

transaction-type activities, such as billing, cash receipting, accounts payable, disbursements, and payroll. 

It also allows for a greater concentration of expertise, knowledge, and experience than might be possible 

in less-concentrated operations. Additionally, American \vater has developed a number of performance 

measures that it uses to monitor these kinds of functions. Monthly reporting of performance measures 

affords the customer that is buying these services (Pi\ WC) the ability to manage these functions and to 

ensure efficiency and effectiveness. Trends over the past 16 months indicate that performance against 

these metrics has been consistent and, for the most part, has met target or been close to targeted results. 
Unusual variances are explained in the monthly reporting process. 

Finding IH-4 American \~';1ter's general ledger system is not current Hnd has not 
recenti:y heen npdated tn add needed functiouality. 

American Water uses]D Edwards as its financial ERP system. This system has not been updated to the 
software's most current version. (i\merican Water is using either JDE World Version 7.3.12, not 7.3.16, 

which Information Technology Services (ITS) indicates has additional functionality, or Version 9.1, 

which was recently released, although ITS indicates some enhancements have been incorporated). 
Several financial functions have noted during this audit that there was some functionality lacking in the 

version that is being used. Prior to the decision to divest from RWE and to pursue an IPO for 

j\merican Water, plans were being made to explore alternative ERP options, including Systems 

i\.pplications and Products (SAP). Additionally, the massive amount of work that has been expended on 

SOX compliance has drained resources that could have been used in planning for a system upgrade. 
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The company announced on November 2,2007 that the responsibilities of a new role, Vice President of 

Finance and Accounting, is to include developing and implementing a strategy for a new financial 

system, which "\Nill be administered by the IT team. 

The AWWSC's Shared Services Center provides an extensive amount of 

employee training. 

A \X'\vSC's Shared Services Center requires that all employees receive 40 hours of training per year. A 

review of courses that were provided in 2006 and 2007 (through October 31,2007) revealed a list of38 

different courses, running the gambit from technical financial classes such as "lj tility Finance & 

Accounting" and Sarbanes Oxley control classes such as "SOX Education Series - Financial Statement 

Close" to more general classes involving "People fvIanagement" or "Driving Performance." In the two 

years reviewed, almost 2,500 attendees had completed the courses offered by the Shared Services 

Center. 

Budget Management, Reporting, and Control 

The function of reporting actual financial results compared to budgets is 
managed and controlled effectively. 

Monthly financial and operations reports are developed to monitor actual performance compared to 

plans. Variances are discussed and explained in these reports and in meetings attended by key American 

Water and PA \XTC management and staff. Budgets are reforecast quarterly in a formal process. Actual 

results are compared to the original and latest reforecast budgets and to the prior year's actual results on 

a monthly, quarterly, and annual basis. Performance measurements for consolidated activities 

conducted by the Shared Services Center are reported and revie'>ved on a monthly basis. 
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Sevewl key PA \"fC financial statistics have been deteriorating in recent 
ve;1rS, 
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Key PA \X'C financial statistics for the past tlve years and through June 2007 are shown in Exhibit IlI-14. 

(a) O&M = Operatio,,, and maintclIOnce 

Exhibit 1II-14 
PAWC Key Financial Statistics 

($ Thousands) 
2002 to June 30, 2007 

(b) EBI11),\ =: Earnings bet,)rc i,Here':r, {<I XC:'. deprecation, onu amortization 
(c) EBIT :::: "'·:'.lrning:' b('[OfC interc$t '.lnci taxes 

Source: Information Re>poo,,' 56 

These statistics indicate a gradual, but consistent, decline in PA WC's profitability and overall financial 

health for the past five and one-half years. The operating margin, which is a measure of a company's 

gross operating profitability, has decreased by 5.7 percentage points. Similar negative movements have 

occurred in PA \X!C's EBITDA margin (measuring the extent to which cash operating expenses use up 

revenue), EBIT margin (retlecling the cash available to payoff creditors), and the net income to 

common margin (an indication of ho\v effective a company is at cost control). 
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During the same time period, PA WCs O&M efficiency ratio has increased by 4.2 percentage points. 

This rise reflects an increase in O&M expenses as a percentage of operating revenues, another negative 

measurement. PA WCs working capital (measuring the proportion of short-term liabilities that can be 

covered by current assets) has gone from a positive $54 million to a negative $20 million, indicating a 

decline in liquidity to accompany the decline in profitability and eHiciency. 

PA WC management believes that the information presented in Exhibit III-14 reHects the company's 

decision to not seek rate relief prior to the most recent filing in April 2007. PA WCs prior general rate 

case filing was in April 2003. 

Internal Auditing 

Finding HI-8 The Il1temal Audit Department is mn sufficiently isolated from the 
Financial Management organization. 

The Vice President, Internal Audit and the Internal Audit Department report, at least administratively, 

to American Water's S"\lP & CFO. Although the VP, Internall\udit also reports to the CEO and the 

Chair of the Audit Committee, the CFO prepares the performance review for this position. This 

performance review is then reviewed by the CEO and the Chair of the Audit Committee. The CFO 

also authorizes the VP, Internal Audit's personal leave and approves Internal Audit staffing levels, the 

speed of replacements, and internal auditor pay-grade levels which effectively impacts the department 

resource levels. The CFO does not direct the internal audit work effort nor does she approve audit 

projects, although she does have input into the audit planning process. This chain of command appears 

to place the Internal Audit function at least in part under the CFO, who is responsible for all the 

financial operations of American Water, including PA We. 

The Internal Audit function must be independent of the Financial Management organization. 'I'here 

should be neither the perception nor the actual situation \vhereby the Finance organization controls or 

exercises power over the same auditors who are auditing the financial activities. Even though there is 

adequate visibility with the Audit Committee, there is opportunity for inappropriate pressure to be 
placed on what should be an independent audit group is present. 

Finding rU-9 The IlUmber of internal audits conduded has declined significantly during 

the past five years. 

The number of internal audits has declined considerably from 2003 to 2007. Audits completed in 2003 

were nine, 25 in 2004, 17 in 2005, six in 2006, and two in 2007 YTD Guly). It is difficult to compare the 

amount of work that went into internal audits in different time periods, because during this time, the 

audit process or philosophy might have changed, and certainly the resources, including the VP of 

Internal i\udit, have changed. Nine auditors were in the Internal Audit Department in 2006 \'vith a total 

of 1 ,475 available workdays, or 163 workdays per auditor. In 2007 the number of auditors was reduced 
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to eight \v:ith 1,291 total workdays or 161 workdays per auditor. The amount of time spent on audits 

was 60% of the total workdays available, \vith the other 40% being used to assist in the SOX efforts and 

to respond to ad hoc management requests, investigations, etc. 

An average number of workdays per year for employees for most companies is usually around 220. This 

allows eight weeks for vacation, holidays, sick, and otherv.rise non-productive time. /\merican \Vater's 

Internal Audit Department averaged 162 workdays for 2006 and 2007, 58 workdays or almost 12 weeks 

less than this standard. 

American \X!ater's Internal Audit Department uses an assessment of risk factors and assigns weights to 

prioritize areas to be audited. However, the number of audits conducted has been negatively affected by 

several factors. The first factor, the need to assist the Internal Control group in assessing the company's 

control environment to ensure compliance with Sections 302 and 404 of the Sarbanes Oxley Act may be 

receding as the controls have been developed. There could be a continuing need for testing controls 

and assessing their effectiveness that could require Internal Audit hours, depending on how American 

\Vater addresses this on-going requirement. The second factor, the reduced number of workdays 

available per auditor to perform all work (average of 162 workdays in 2006 and 2007) should be 

addressed. The difference between the average workdays per year available for each auditor over the 

past two years (162) and a more normal average of 220 workdays is 58 workdays, or almost 12 weeks. 1 t 

is difficult to understand how these days could have been spent in training, administration, or other 

activities not related to audits, SOX, or ad hoc requests or investigations. This is too great of a period of 

time to be used for training or other administrative functions, and most of it should be applied to 

performing additional internal audits. Regardless, if only eight audits were completed in 19 months, the 

degree of exposure to risK could be questioned. A.dditionally, internal audits of cost accumulation, 

assignment, and allocation methodologies, factors, and systems are nor regularly performed. (Refer to 

Chapter VIII - Affiliate IlJterest for additional information about this topic.) 

c. Recomnu~ndations 

Financial Requirements Planning and Cash Management 

None 
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Managerial Reporting, Accounting, and Controls 

Recommendation In-I Research and develop plans for upgrading or repiacing the current 
ERP system. (Refer to Finding In~4.) 

Plans to upgrade American Water's current JD Edwards ERP system were sropped when [he decision 

was made to divest American Water from RWE and to go public with an IPO (although some 
enhancements have been incorporated). Even if American Water does not wanr to upgrade its current 

system until it has gone public, planning for the ERP changes needs to continue. Ideally, when the 

organizational changes have been finalized, the ERP plans will have been completed and the upgrading 

of American Water's current system or replacement with a different ERP could begin after the IPO has 

taken place. 

Budget Management, Reporting, and Control 

Recommendation IH-2' Investigate why key PA we financial statistics have been 

deteriorating, develop and implement a pian for improving PAWC's 
financial health as appropriate. (Refer to Finding HI-i.) 

Several key PAWC financial statistics indicate a gradual, but consistent, decline in PAWC's protitability 

and overall tinancial health for the past five and one-half years. Such statistics include operating margin, 
EBITDA margin, EBlT margin, and net income to common margin, O&M efficiency, and working 

capital, as previously discussed. A WWSC/PA WC needs to perform an in-depth investigation to analyze 

why this is happening and what could be done to improve PA WC's financial health. Included as part of 
this investigation should be the development of a formal plan to make necessary changes toward 
addressing required improvements. 

Internal Auditing 

Refer to Chapter v7-Corporate GOt1mlt7nfe Recommendation [/7-4, which addresses r;i'nding III-8. 

Recommendation III-J Assess the need for internal audits of Amerkan-W'atcl'-regulated 
utility operations and develop and implement plans to meet the 
internal audit requirements. (Refer to Finding HI~9.) 

The risks associated \'Irith all areas of American Water should be evaluated, including an emphasis on 

regulatory cost centers rather than primarily the consolidated financial statements (which are the 

responsibility of the external auditors). That way, a determination is made as to the frequency and type 
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of internal audits that could be conducted. An audit plan should be developed annually so that all areas 
with perceived risk can be reviewed in a reasonable period of time. 

The Internal Audit staff should have more workdays than their average for the past two years (162) 

available to conduct internal audits. Additionally, as the SOX controls are developed and tested more 

internal auditor workdays should be devoted to conducting internal audits, rather than assisting in the 

SOX arena. 
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This chapter provides discussions regarding the following Pennsylvania-A.merican Water Company 

(Pi\. WC) support services 

*' Information technology (J1) and systems 

• Transportation and fleet management 

<$ Facilities and property management 

• Procurement services and materials management (purchasing, vendor selection, contract 

administration, and inventory management) 

¢ Risk management 

~ Legal services 

A. Information Technology and Systerns 

91 

This section provides a discussion of IT services provided by American \V'ater \\forks Service Company 

(A \:(lWSC) on behalf ofPA We. /\ \X.rwSC is the non-regulated service company for American Water 

Works Company, Inc. (American Water). 

Background & Perspective 

Mission, Focus, & Objectives 

All information technology services are provided to pj\ WC by the A WWSC Information Technology 

Services (ITS) organization. The mission statement of this organization is: 

To be a valued business partner dedicated to providing information technology support and delivery 

of innovative, flexible, scaJeabJe, and secure solutions to meet business needs through standardized 

technology and processes in a cost-effective and efficient manner. 

_A.ccording to American \\fater management, much of the company's focus since R\xrE announced its 

divestiture of American Water has been Sarbanes-Oxlcy (SOX) compliance efforts. This emphasis has 

resulted from the anticipation of becoming a publicly-traded company. (Refer to Chapter VI - Corporate 
GoventaJIl'e for more discussion about these activities.) i\.ccording to ITS management, ITS' SOX efforts 

to date include the follo'W1ng: 
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• Purely ITS efforts to modify the organization's own processes, including governance and 

project-management processes, in which examples of the types of documentation developed or 

enhanced included: 

Policies 

Practices 

Charters 

Standards 

Implementation plans 

Swim lanes (or process flow diagrams that depict what or who is working on a particular 

subset of a process) 

• Supporting business units (BUs) or special teams that provide committee authorization of 

technology changes in their SOX compliance efforts 

t Access management/ security remediation of issues 

ITS management believed that its policies and procedures prior to its SOX efforts needed more 

formalization. Such documentation was reviewed by ITS leadership and iimctional experts, including a 

Policy Panel Review group. 

The 2007, ITS objectives included SOX certification/IT compliance, day-to-day support for business, 

development of a long-term IT strategy, improvements of services and performance, and execution of 

projects and enhancements approved and ranked by the IT Steering Commitree. 

Organization & Staffing 

The f\ \'V'\'VSC ITS organization is led by a Vice President (VP) & C:hief Information Officer (CIO) and 

is composed of six ITS groups that are primarily located in Voorhees (NJ) and Hershey (PA), plus site 

support and backup locations. 1hese groups, illustrated in Exhibit IV-1, are: 

4> Business Solutions 

~ Infrastructure & Operations 

'* Client Services & Support 

• Project Management Office 
,. Global Strategy & Architecture 

• Planning & Performance 
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Exhibit IV-l 
AWWSC Information Technology Services Organization 

as of December 31, 2007 

AWWSC 

VP & ChiefInforrnation Officer 

Infoonation Technology ServiQ'S 

176 

i\ \~'\XtSc 

Exemtive i\$sistaJ1r 
r-

L J 
A\'(:WSC AW\'(iSC 

Di.rector Director 
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Projea l'vfanagemenr Office Global Strategy &Ardliteaure 

Voorhees, NJ 10 Voorhees, NJ 5 

I I 
.r\ \'(/\'(!SC AW"\'(iSC 

Manager Director 

Planning & Performance Bu,i.nes" Solution,; 

Voorhees, NJ Voorhees, NJ 60 

I I 
A\V\VSC ,-\WWSC 

Director Director 

Infrastructure & Operations Clim! Service:; & Support 

Hershev,PA 39 Voorhee-<, NJ 55 

SOt' fee: lnfonn,oon Response 257 
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i\ t the end of 2007, the ITS organization had 177 approved positions, of which 162 were filled. The 

staffing levels of the ITS organization over the last four years are shown in Exhibit IV-2. The majority 

of the ITS organization is a shared-services funct.ion that provides support to all.American Water 

businesses. Those positions that are dedicated to providing P;\ \XiC support were set at five for 2004 to 

2006, but they increased to six in 2007. 
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ITS Staffing Levels 

2004 to 2007 

Exclude!' va-Clnt position::: (sce E-.;:hibit [V~19 for actual (above) versu:, budget comp:ltison~) 
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PriOt- to 2004, the rrs organization \V~s not set up in the current structure and, as. a re:,ult, infonnatioll is no't readiry ~1\ .. ai.bbk. 

Source: Information Re..-ponst':" 67 and 765 and Company Commcnt~ 
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The Business Solutions group, which is illustrated in Exhibit IV-J, was formed in 2004 as part of 

restructuring efforts to work with business units (BUs) on application and data. 

Exhibit IV-3 
ITS Business Solutions Organization 

as of Decem ber 31, 2007 

,\1:11'1.1,1;;0:-1 

13u~jne,:s Soluw)!'ts ((\!') Qu;uiry '-\:;sur,int."'C 

I 

,\h .... I ... ,n 

-r(, .. hni~dJnE 

:\1:J,...,.1!~l'~ 

11h.l$'!lN~ .:\r;lUW')Il;i (:unll<t>n.U '\I)p!i',jlt,ntb 

,(, 

I 

I 

Source: lnformotion Re$ponse 257 nnd Company Comment; 

Dit~l!~r 

p.u.~jne .. s ~:Iuli()n~ 

(:11 

I 

I 
A\'\'\'(lSt: 

t'--ian;.lgc:-

Businc(~ l)(,.-dr)pment (BD) 

VWHhl't.,,:,.N] 

BD 8u.~i;Hi"S" :\n,up,f$ 

r!j 

:\\'\.'WS( 

,\(.Ul;!gcr 

'rl-tllI}I.;:1I ECfS 

;\\v\VSC 

~1.\11:iglt( 

OU:>II1e:;" .s..'lutl.m~ "!\ ... hnictl .-\rpheHt011S 

i/er-;hcy,P.\ 
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The Functional Applicatjon and Technical Application groups within Business Solutions are shown 

respectively in Exh;bit IV1- and Exhibit IV-5. 

I 
i\WW~C 

Team u-ad 
Funcrional JOE 

Exhibit IV-4 
ITS Business Solutions Organization 

Functional Applications 
as of December 31, 2007 

,\WW:;C 

M"anagcr 

Bu:::ine$~ Solution!' FunctillnaJ l\pp[iClli()n~ 

Voorhees, N.J 

llWWSC 

BASS 

(Hyp<'Tion) 

I 16 

I 
,"WWSC: 

Tc:mlleau 

Fundit}~rJ Rcpnrriog 

V "()fhee<. ~J I VOOrllL'l'S, NJ Vonrhcc>, NJ I 

I-

-

r--.--.------------~ 

fl,lSS 1 OF. 

(2) 

Vc.)orhee~. l\iJ 

__ ... .:.,I.:..\'-'-'.:.\t..:'S-'C'-· ___ -I 
nlls·jne~s r\naJy~r J DE 

(2) 

Voo[hct's, NJ 

,IWW:;C 

H/\SS PnwtrPlanr 

V norhec$, ~J 

,\\Vwsc 
BASS1II!lS 

AWWSC 

~~====B~'=\=SS='=(:=:~=J=c="n=,=e,====~ 
Voorhcc.~, NJ 

Hu,iness Applic<lIion SuPpOrt Spcciali<t (BlISS) 

Source: Information Rcsponse 257 ano (nH'lpany COrnlnCllts 
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;\WWSC 

Vnorh('t;:;',NJ 

-

1 
AWW~C 

Team Lead 

FunaionaJ ECIS 

Voorhees, NJ I 
,IWW~C 

Vo(}rhCt'"$, N) 

[I,\SS 

EGS 

AWWSC 

(3) 

4 
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HCt>hcy, PA 

I 

Team Lead 

D:lIa 

/IIVIVSC 
St'fllor Data i\rch1lCOS 

(2) 

L
' H,"hey, i'A 

Ditla J\rchlrca 

AIVWSC ___ -ll 

He~h('y. P.i\ 

I 

Exhibit IV-S 
ITS Business Solutions Organization 

Technical Applications 

I 

as of December 31,2007 

AW\V5C 

~1anagcr 

Bu~in{'~5. Sofu[lon~ 'I'nnnial Applicltlons 

Hershey, P/\ ?J 

.~\\fWSC 

Tl"iUn l..('";ld 

:\pphCtroin Oevelopmenr EelS 

He~her, PA 

AWWSC 
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A\1I\VSC 

Tcmn Lead 

Extended :\pplicuiQn~ 

7 1 He",hey. PA 

AIVWSC 
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I Team Lt'tlu 

j ApptiCltion ()(,;\'clopmt'TltJDE 

Team Lead 

Mobile Computing 

He~her. PA I 
I 

Senior Dt·\·doper.l ()[:: 

(3) 

.> Her:;hey, Pi\. 

AI~·WSC 
r--------J-I~-~-V-~-:-------.' ! 

Sr. Developer Exrended AppliClt!OH!> 

(4) 

Belle"ille. J L 

AWWSC 

B,ISS ["b, 

(1) 

Alv\VSC 

Spco:llisr \X'cb Groupware 

(3) 

H,,,,hc)', PA 

AWWSC 

Source: In[orrnarion Response 257 and Conlp.:my Comment:-:-

i\n employee's typical pattern is to first gain experience in particular application(s), often smaller ones, 

to then become familiar 'l.virh applications of a larger size, and fmally to become involved in cross­

training of various modules. Each employee is supposed to have a development plan that includes 

success measures associated with development objectives and activities. Most employees in the ITS 

organization have a technology background, but some come to the ITS organization from BUs, \llith the 

aim of becoming Business j\nalysts and Business Applications Support Specialists. When hiring 

employees, the Director looks for a mix of experienced and junim staff; however, this group leans more 

toward experienced staff, a hiring pattern the Director expects to continue. 
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Exhibit IV-6 illustrates 2007 key performance indicators (KPls) for the Director position, from which 

success measures for other Business Solutions employees are derived. The 2007 results, although not 

specifically illustrated in Exhibit IV-6, indicate that the targets for these metrics are being "met." 

Exhibit IV-6 
KPIs for the ITS Director of Business Solutions 

as of December 31, 2007 

operational spending within the 
t e<t,blished for respective area 

<up port of IT initiative< 

ty support of day-to·day operations 1t":lUt:VU·." 

and external audit compliance 

Enhance operational integrity and 
t):cd!ence 

. and effective <taffmg 

Development and training 

Source: Information Respon>c 618 and 744 

impto'°t:ment in mega 

Some of the major systems supported include: 

• JD Edwards World (financial management of ente11)rise resource planning (ERP) modules, 
excluding budget management) 

• Electronic Customer Information System (E-CIS) (customer services, including tracking of 
customer, account, premise, and service information) 

Hyperion (financial reporting and consolidation, initially used for budget management and 

eventually to be used for providing data on performance management) 

• Sabrix (sales-and-use tax management) 

+ PowerPlant (fixed-assets management) 
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~ AdvantGard Integrated Cash Management System (ICMS) (only hardware and backend 

technologies of cash management system as Treasury support software) 

• Metcr shops/ rca ding 

~ Others 

99 

Currently, American \Vatcr supports a hybrid of homegrown and packagcd software applications; 

previously; most were homegrown applications. Although American \Vater is moving toward greater 
use of software packages, the ITS organization usually creates interfaces internally. That is because 

having a vendor do these intcrfaccs is frequently expensive and crcating them internally helps create 

ownership. Historically, ITS has driven application decisions, but the organization believes that BUs are 

becoming more knowlcdgeable about technology and applications. 

Currently, this group has major projects under way, including: 

• Billing and collections enhancements to E-CIS application 
.. Identity access management (11\]\;1) security enhancemcnts 

• i\dvantcx/Service First software upgrade 

• Telephony redesign 
* Internet redcsign, including movemcnt of ITS portal to SharePoint technology 

+ Divestiture logo redesign (removal) oncc initial public offcring ( IPO) complcted 

\Vhcn needcd, ITS uses cxternal rcsourccs, typically on projects but occasionally on support functions. 
They usually come from onc outsidc independent consulting ftrm (Acccnture) or as indcpendent 

consultan ts. 

Besides applications developmcnt and support staff, the Business Solutions group also includes a quality 

assurance (QA) group. The QA Managers and QJ\ analysts arc involved with documentation and test 

plans, test scripts, assisting BUs, and defects tracking. ITS developers execute unit: tests. QA's role is to 

guide, assist, and support testers throughout the testing process; however, the Q.t\ analysts do not 
actually perform QA testing. A User Acceptance Testing (UAT) group from the business unit that 

requested the change is actively involved in most other types of testing activities, as shown in 
ExhibilIV-l, often as the primary group responsible for such testing. Many business units believe that 
ITS should be more actively involved in testing. 
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Type of 
Testing 

1 Unit testing 

2 Functional 
testing 

3 System 
i.ntegration 
testing 

4 Uscr 
acceptance 
testing 

I ! 
5 Regression 

t.esting 

6 Performance 
testing 

7 Load testing 

! 

S Stress testing 

Exhibit IV-7 

MAS REPORT 2 - VOL) 
CA USE NO. 43680 
Page) 52 of 306 

Typical Testing Perfonned and Responsible Group 
as of December 31, 2007 

Primary Group . Brief Description of Testing 
Responsible 

ITS developers Implemented against the smallest testable element (unit) of the system. It involves the 
or a designated testing of internal structures of the request.ed change, such as logic and data flowand/ 
agent or the unit's function and observable behaviors. Unit testing is required for all changes. 

Business unit Executed by the User Acceptance Testing (U£\ 1) group based on the test plan and test. 
cases. Functional testing is to be performed for all projects. It is conducted to ensure 
that each function, transaction, and feature works correctly as per documented business 
requirements. 

Business unit. Executed by the UAT group, if applicable, based on the test plan and test cases. 
Int.egration testing is to be performed for any modification where the change spans over 
multiple functional areas or business processes. It is conducted to ensure that the 
downstream impact of transactions is fully validated. 

Business unit Executed by the U,\ l' group based on the test plan and test cases. User acccptance 
testing is to be performed for all modifications. It is the execution of predefined 
business scenarios or test scripts, which combine various business processes or test. 
cases. User acceptance testing can span multiple systems, applications, and manual 
processes in accordance with the expect.ed results. 

Business unit Executed by the U.-\T group, if applicable, based on the test plan and test cases. 
Regression testing is to be performed if the change could potentially and unintentionally 
a ffect functions, processes, or data that this change is related to but was not designed to 
alter. It looks at potcntjally impacted processes and scenarios that did not change but 
must be tested t.o prove no negative impacts exist. 

ITS Executed by ITS Infrastrt;ct.ure & Operations with assistance from the lL\ T group, if 
Infrastructure & applicable, based on the test plan. Performance testing is to be executed when the 
Operations ch'lnge may have adverse effect on the network, system, or application as a result of tbe 

solution's or related systems' unknown behaviors. Its goal is to eliminate performance 
bottlenecks and to ensure that the solution is performing according to specified 
expectations based on KPIs that are essential for a meaningful performance test. 

Various ITS If applicable, based on the test plan, load testing is executed by the ITS team in 
groups cooperation with, and on behalf of, the Ui\T group. It is to be performed when 

automated dara loading is performed. This test is performed to ensure the accuracy and 
timeliness of data load int.o production environment to meet a KP]·measllred quality 
and time window required for data migration. QA is accountable for coordination, 
scheduling, and management of the load test. ITS employees are accotlmable for 
execution of programs in a timely and scheduled fashion. The U.\ T group is 
'Iccotmtable for data validation and reconciliation. 

ITS If applicable, stress testing is executed by ITS Infrastructure & Operations with 
Infrastructure & assistance from the U"-\ T group. It is to be executed when the change may have adverse 
Operations effect on the network, system, or application as a ~esult of volume of data, number of 

users, access method, configuration of landscape or interfaces, etc. Stress testing is 
performed to determine the stability and performance of a system under full or 
exceeded load of transactions and users. It involves testing beyond normal operational 
capacity, often to a breaking point, to observe the applications, systems, or net\vork 
behavior. 

Source: llllerview 62 and Information Response 614 

~ Schumaker & Company 8/7/2008 

i 
1 

I 

I 
I 
I 
I 



Infrastructure & Operations 

The ITS Infrastmcture & Operations group is illustrated in Exhibit IV-8. 
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Exhibit IV-8 
ITS Infrastructure & Operations Organization 

as of December 31, 2007 
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fk,~"<)'.P;' PJ .\hflfl.ll.!lj 

I 
"" ... ,.; I . .,"".," 

li~: _______ r_,,_"'_'r_~j_O_"' ______ --,1 1 ... ; _____ '1_"~_·~~_"_"_;;_'''_~_(~_·~_·~ ____ ~1 
H .. ,..h.,.. I'." iI) fh,I,I"'n Hrishn.'N} {11 

Source; Information Response 257 and Compa~y Comments 

Each Inti-astructure & Operations employee is supposed to have a development plan that includes 

success measures associated with development objectives and activities. Exhibit IV-9 illustrates the 

Director's KPIs, from which success measures for other Infrastructure & Operations employees are 
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derived. The 2007 results, although not illustrated in Exhibit IV-9, indicate that the targets for these 

metrics are being "met" or "exceeded." 

Exhibit IV-9 
KPIs for the ITS Director of Infrastructure & Operations 

as of December 31,2007 

KPI Description I KPI Formula 

Manage operational spending within the Percentage of Q3 operating foreca't 

budget establi!"hcd for re$pective area underspending or overrun 

IVlanag" capital spending within the 

bud,,"'t cstabli.heo for respective arca 

Percentage of Q3 capital forecast 
underspending or o\rcrrun 

Effective and timely suppOrt of IT PercC!1tage of work orders not 

initiaci,'e~ (project::;, ('nhanccm(:nt~, break meeting completion deadlines 

fix, and maintenance) 

Quality suppOrt of day-ro-day operation> Percentage of initiatives achie,·ing 

and fT initiatlYc:- (projcc{s) 
enhancements, brtak-fix~ Olnd 
majnt("nancc) 

SOX compliance 

Enhance opt"'rntiol1al integrity and 

excellence 

Timdy and effecti"e ,t"ffing 

Developmenr and training 

Source: Informati()n Responses 561 and 745 

average ranking of 90 ur abo\·e 

SOX compliance; no majo,. 

weaknesses 

Continued imprO\Tmcnt in mega 
pr()Ct:>$l~:' 

Achiev(' targeted ,·acaney ' ..• b·cI by 
year t"nd 

Percentage of employees \vhose :-kjll 
level increased a~ targeted in 

dc\'e1~meJ1tE~n$ 

This group is composed of four subgroups: 

I Weight I KPI Targets 

20% Exceeds: -3 °'-0 to 0% 
]\;ket~: Over -3% to _5°'0 
Fail: Over 0% .or o,'cr -5% 

10% Exceeds: _5 0
"0 to O~/O 

1vket;: O"er -5% to _100
,. 

Fail: Ovcr 0% or over -10% 

10% Exceeds: < or - 30
:0 

Meets: > 3"0 Or <= 50." 
Fails: > 50

:0 

10·:. Exceeds: >_95·:0 

;,,1oe(s: Between 85°:0 and 95';0 
Faib: Undcr 85'''0 

25°,'0 Exceeds: Ctrtified~ no weakne~~e$ 
Nlcet.s: Certified, minor wc~knesses 
Fail: f'ailed, major wcakJ1e.se~ 

101}·o Exceeds: Significant imprcwemtnt 

f\'Ieers; Acceptable impro\'ement$ 

Fa.il: Insufficient improvements 

10°·0 Exceed" < or = 3 '. 
Meets; > 30 0 and. < = 5()·o 

Fail: > 50·0 

5". Gxcecds: > = 95°·. 
l\,·1ects: Between 85°'0 and 95°'0 
Fail: 85°~ or les, 

I 

1& Within the Prodlltizoll group, batch-production runs occur every night for customer service 

V\.S/400) and financial (I\S/400) systems. Most systems now run in a client/ server 

environment, althoughJD Edwards ODE) and Lotus Notes still run on AS/400 equipment. 

Two data centers exist: one in Hershey (FA), the main facility, and the other in Haddon Heights 

(N]), which is used for backup and disaster-recovery purposes. The Hershey data center is 

staffed (three shifts) on a five days/week x 24 hours/ day basis; however, data-center computers 

are available on weekends as well as weekdays because the data center then operates in a lights­

out (no-staffing) manner. If necessary, ITS staff can be called into the data center using a 

formal on-call list. j\ Hershey data center expansion project is being completed in response to 
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capacity-planning efforts. Other projects include identity access management (TAIv1), voice over 

Internet protocol (V olP), Cisco IP, etc. American Water has various platforms, including 

Microsoft Exchange and l.otus Notes for voicemail purposes, but is moving toward Microsoft 

Exchange as its standard platform. It also uses Cisco firewalls with content filtering at two 

points of presence (POPs) (Hershey and Haddon Heights). ITS has focused on disaster 

recovery I restoration as part of key SOX "404" applications. E-mail archiving and data 

retention is also being discussed. This group shares responsibility with the Operations Risk 

Management (ORN!) for firewalls between supervisory control and data acquisition (SCAD A) 

and BD servers, because ITS staff manages the network; however, the group does not support 

SCADA servers and applications. Refer to Error! Rererence source not found. for further 

discussion about Chapter 101 compliance with regard to cyber-security and disaster recovery 

plans and to Chapter V - Lf/ater Operatiolls with regard to physical-security, business-continuity, 

and emergency-response plans. 

.. The Telecommunicatiolls group is responsible for both data and voice communications, although 

American \X!ater is just now centralizing voice systems. A.merican Water has various platforms 

across its system, including Cisco, Avaya, Siemens, AT&T, and Lucent. For those areas where 

Avaya PBX telephone systems exist, American \\fater is moving its telephone systems to Cisco 

JP, as systems are fully depreciated and contracts expire. 

~ The ApplicatioJl Administration & Seafrit)' AlclIlagt!tJlent group has only recently been formed as part 

of American Water's SOX compliance efforts, largely to ensure segregation of duties. I ts focus 

is evolving. One area of responsibility includes access management. To gain access to 

A.merican Water's network and computer systems, a user access request (DAR) form (signed by 

a user's supervisor) must be submitted for approval. The form is sent to the Operational Risk 

Management (ORM) Security group and then to the respective A. W\X-'SC BU for approval, jf the 

requested access is determined to be a highly sensitive entitlement. Another area of 

responsibility within this group includes tbe processes for release and deployment from a pre­

production environment to a production environment. One of the projects in progress is an 

identity access-management project that is scheduled to be completed by end of year (EOY) 

2007. 

~ The SYJ/iffllJ A1ailltenal1a: & Performan(1J group is responsible for monitoring, maintenance, 

support, and administration of hardware, databases (not content), and Lotus Notes, including 

capacity planning. Various databases are used, including Oracle for Advantex (Service First), 

Hyperion, PowerPlant, Sabrix-although American Water also uses SQL, DB/400-and 

others. Key projects under way in late 2007 include: 

8/7/2008 

Facility linfrastructure improvements 

Upgrade central processing unit (CPU) of the production systems and development systems 

Implement independent auxiliary storage pod (IASP) on production and development 

systems 

j\ctive directory ~,\D) security portion of the .tl/M project 

Virtual machine (VM) pilot 
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Exhibit IV-10 illustrates other major Infrastructure & Operatjons initiatives that are either in progress or 

scheduled to be started. 

Due Date 

End Before 6/31/08 

. End Before 8/31/08 

End Before 3/31/08 

End Before 3/31/08 

End Before 3/31/08 

End Before 3/31/08 

End Before 12/31/08 

End Before 3/31/08 

End Before 12/31/08 

End Before 12/31/08 

Source: Information Response 557 

Exhibit IV-10 
Major Infrastructure & Operations Initiatives 

as of December 31, 2007 

Status Impact 

In Progress Medium 

In Progress High 

In Progress High 

In Progress High 

In Progress Medium 

In Progress Medium 

In Progress Low 

In Progress Medium 

In Progress Medium 

Kot Started Medium 

Title 

SQL Server Consolidation 

Oracle Server Consolidation 

SQL Server Secure Configuration Upgrade 

Oracle Server Secure Configuration Upgrade 

SQL Server Logging ,-\.uromarjon 

Oracle Server Logging Automation 

V:\-I Ware Installation 

CITRlX Server Consolidation 

ES800 to DS8300 upgrade 

Physical Windows Server Consolidation 
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Exhibit TV11 illustrates the ITS Client Services & Support (CS&S) organization. 

C.h..'ll~'(lJ'on~.sh>11I 

(5) 

CL!,"'::"'!,p'.rr:'\r,'\illin! 
;~} 

Exhibit IV-ll 
ITS Client Services & Support Organization 

as of December 31,2007 

Source; lnforrn:Jtion R~$pon$e 257 :lnJ COlnpany COlluuenrs 

This group's key functions include: 

.. Site support (excludes Hershey data-center operations and support) for desktops/laptops, 

servers, and other network devices, including SCADA equipment but not software; fax 

equipment (located throughout American Water sites), which includes (but is not limited to) 

software deployment, troubleshooting, and monitoring at 81 PA we sites for approximately 725 

office personal computers (PCs), 143 tough books, and 60 SCADA pes 
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.. IT change management (event and problem management), including moving of equipment and 

software into production 

"P Service (help) desk (7:00 a.m. to 7:00 p.m. Mondays through Fridays, with 7 days/week and 24 

hours/day support via cellular telephone) for systems excluding SCADA; the help desk uses 

HP's Open View Service Cen ter software for tracking, monitoring, and reporting requests, in 

which Levell support is provided internally by help desk and Level 2 and 3 support by other 

ITS groups 

.. End-user training sessions 

• Communications "\,vlth user organization on support activities 

American \Vater has been attempting to standardize applications on desktop computers, and the 

Desktop Administration Manager estimated that the company has completed roughly 60% of this task at 

2007 year-end. He is continually redeveloping the image; however, American Water has only one image 

with applications sitting on top of the core image. The desktop currently being imaged is based on 

)\;bcrosoft XP /Office 2003 and LOlliS Notes. (Cost plus applications, such Microsoft Visio and 

lVlicrosoft Project, are only installed when requested and approved by BU management.) American 
Water is evaluating when to go from Microsoft XP/Office 2003 to Microsoft Vista/OHice 2007. 

A.dditionaIly, CS&S management indicates that its 2008 focus will be to expand from a break/fix 
orientation to a more proactive stance whereby additional services are provided to its customers. 

Among the activities that management hopes to consider adding to this group's responsibilities include 

use of additional software-deployment capabilities, inclusion of SC,\DA calls to the service desk, server 
and workstation virtualization, working as a partner with BUs for planning purposes, as weIl as others. 

' .. 
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The ITS Project Management Office (PMO) organization is illustrated in Exhibit IV-12. 1\t the time of 

Schumaker & Company's field work, the Director's position was filled by the Manager of ITS Planning 

& Methodology on an interim basis, as well as his own position. 

Exhibit IV-12 
ITS Project Management Office Organization 

as of December 31, 2007 

A\XfWSC 

Manager 

ITS Planning & Methodolo!,'Y 

Voorhe<.':;, NJ 

i\WWSC 

Analyst 

ITS PMO Methodology 

Voorhees, NJ 

Source: Information He,ponse 257 

r\\X/\VSC 

Direaor 

Projea Management Offia: 

Voorhees, N] I 
I 

j\ W\XISC 

l'danager 

1'ro=s Design 

Voorhees, NJ 

10 

i\WWSC 

Master Projea l'vlanager ; ~ 

VoorbCl':;, NJ 

i\WWSC 

Lead Prolea Manager 

(2) 

Voorhees, NJ 

AWWSC 

Career Projea \]aoager 

(4) 

Voorhet,,;, f"J 

This group is responsible for managing technology projects and portfolios of projects. It also facilitates 

the IT Steering Committee (ITSC) process. For every major project, a VIJ is assigned as a business 

sponsor. A business lead is also assigned, along with technicallead(s). All leads report to the project 

manager who is assigned to this project from the PMO organization. The project manager reports to a 

Project Steering Committee (pSC), which is formed to approve design, testing, production, etc. The 

PSC includes the business sponsor as well as VPs from the areas impacted. Many of the project 

managers have a technology background, although some also come with a business background. The 

ITS organization has three project-manager levels, including: 

• lvlaster- has managed large projects from cradle to grave 

,f, Lead - has managed small to medium projects, but not large projects 
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~ Career- has managed small to medium projects; however, they are normally less complex 

projects than the Lead project-manager level 

Other PMO groups include: 

t} Plannillg & Methodology·- This group is responsible for ensuring that ITS' project-management 

methodology is followed on technology projects, monitoring committee activities, and 

mediating issues. 

{o ProeeJS DCJign - This group is respotlsible for effectively guiding and training BUs and the ITS 

organization through the design of business processes as technology projects are implemented. 

For example, the Process Design Manager mediates meetings to lead BUs in process design. 

That way, s/he can ensure that business requirements are met. Current projects include: 

Call center technology replacc/lJetlt pro/ert- replacing A vaya solution, which is quite old; now 

looking at overall design as A.merican Water is in the middle of evaluating options 

Upgrade o/Service Fin! pro/eet - Advantex software package for scheduling and managing 

service orders was initially implemented approximately four years ago; upgrade under way 

aims to incorporate release and increase capacity 

Each ITS project is governed by the following four phases: 

1. In the I/litiation PhtlJe. an idea for a project is developed into a full-blown business case. 

2. During the Planlling PhaJc, business and technical designs, along \\:ith the implementation 

approach and project plan, are documented. 

3. The project team (Business and 1TS) delivers the Exemte/ Delit'cr PhclJe via programming, 

configuration, and testjng tasks, based on the requirements and specifications produced during 

the planning phase. The project manager oversees project delivery and reports to the business 

sponsor and project-steering team 'With regular status updates, scope change requests, project 

risks, and issues. 

4. Projects are completed in the CloJe PhaJe where resources are released, accounting is closed, and 

lessons learned surveys are completed. All project knowledge, including any remaining open 

issues and risks, is transferred to ITS production support and the business sponsor. 

American \'<7ater's project-management methodology, incorporating these four phases, is based on 

Deloitte's Pil10 in a Box methodology, which aligns closely with Project Management Institute's Pro/eel 
Mallagell1ent Bot!J o[Kllowledge (PMBOK) and additional policies and procedures governed by SOX 

compliance. Supporting processes are used throughout the project lifecycle, including cost and financial 

management, resource allocation, project portfolio management, issue and risk management, 

management reporting, procurement management, benefits management, and scope change 

management. 
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Each week, the PMO Director meets with the project managers to discuss each of the projects that are 

under way and tl:e status of each. 

Global Strategy & Architecture 

Exhibit IV-13 illustrates the ITS Global Strategy & Architecture organization, which was established in 

2007. 

I 
A\XIWSC 

Architecture/Engineer 

Technical I nfrastmClu re 

V oorhecs, NJ 

Exhibit IV-13 
ITS Global Strategy & Architecture 

as of December 31,2007 

A Y(l\,\/SC: 

Direttor 

.-\rchitecture & Strategy 

Voorhees, NJ 5 

A\v'\'(fSC: 

\lJnager 

TedlniGll Data 

Voorhees, NJ 

I 
A\V\VSC 

ArdlittClu re/E ngineer 

TeJemm 

Voorhee,:, NJ 

AWWSC: AW'\'(fSC 

ArchitectureiEngineer A rc..hitccture/Engineer 

Telephony '\·Iidrange System;; 

Voorhees, NJ Voorhees, NJ 

Source: Infonn<ltion Response 257 

The Director of Global Strategy & Architecture position h::ts been vac::tnt since September 2007 ::tnd one 

of the five positions (Architect/Engineer Midr::tnge Systems) has not yet been filled. f\lthough the CIO 

expected to fill all vacant positions by end of calendar year 2007, ::ts of the middle of January 2008, they 

were still vacant. 

This group's focus is to address pain points that have occurred bec::tuse systems are not appropriately 

architected up front, including those architected correctly, not integrated in an appropriate manner, or 

not meeting ITS' strategic direction. To accomplish this aim, this group's existing objectives are to 

develop standards involving design and providing the last level of support for reguests. In the autumn 

of 2007, the group was in the process of prioritizing standards and developing a high priority list, as 

shown in Exhibit IV-14, which the Information Technical Review Board (ITRB) must approve. 

Although various ITS groups may be initially developing a standard, the Global Strategy & Architecture 

group is responsible for coordination of these st::tndards. 

8/7/2008 Schumaker &: Company ~ 



110 

Group 

Architecture 

Business Solutions 

Project lvlanagement Office 

Client Services & Support 

Infrastructure & Operations 

Source: Infonnnrion Response 492 

Exhibit IV-14 
High-Priority List of Standards 

as of December 31, 2007 

Standard Name 

Data/Voice Wiring and Cabinet Standards 

Network Router and Switch Hardware Standard 

Telephone Models 

Telephony and Voicemail Systems 

Wireless Standard 

Unified Communications Standard 

Call Center Telephony Standard 

Enterprise Directory Standard 

Wintel Server Standard 

Video Collaboration Standard 

Voice ~etwork Standard 

Application Development Standards 

Data Architecture Standards 

Web Development Standards 

Resource Management 

Project Prioritization 

Portfolio Management 

Dashboards/l\1etrics 

Desktop Harclware 

Desktop .-\pplications 

Desktop Imaging Standards 

Printers/l\.fultifunctional Devices 

Mobil Devices 

Wireless/PD.-\ Technologies 

Backup & Recovery 

Job Schedule,' .Access 

Job Submission, Execution, and iV[onitoring 

Tape Management 
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Completion Date 

2007 (September) 

2007 (September) 

2007 (October) 

2007 (November) (estimate) 

2008 (Decemb~r) (estimate) 

2008 (December) (estimate) 

2008 (December) (estimate) 

2008 (December) (estimate) 

2008 (December) (estimate) 

2008 (December) (estimate) 

2008 (December) (estimate) 

2005 (December) 

2008 (December) (estimate) 

2008 (December) (estimate) 

2008 (December) (estimate) 

2008 (December) (estimate) 

2008 (December) (estimate) 

2008 (December) (estimate) 

2008 (December) (estimate) 

2008 (December) (estimate) 

2008 (December) (estinnte) 

2008 (December) (estimate) 

2008 (December) (estimate) 

2008 (December) (estimate) 

2008 (December) (estimate) 

2008 (December) (estimate) 

2008 (December) (estimate) 

2008 (December) (estimate) 

Of the 28 standards identified in Exhibit IV-14, only four had been completed at the end of 

Schumaker & Company's field work and most others were expected to be completed in 2008. A new 

group that tlnds itself \'\r1thout a leader for a long period of time \villlikely find it difficult to achieve its 
major objectives. 
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The Planning & Performance organization is composed of one person \\'ho is responsible for assisting 

the VP & CIO and IT's managers and directors with financial and service level management and 

reporting, including: 

+ Coordination of annual budget preparation for operations and maintenance (O&l'vf) expenses 

and capital expenditures, monthly reforecasts of related financial data, and associated monthly 

variance analyses of actual data against budget and forecast levels 

,. Managing IT achieving monthly corporate financial deadlines, including 

Submittal of variance report analyses and KPls to A W'\'\iSC's planning organization 

Participation in the "flash call" meeting with A \x.'WSC's pl.(lnning organization 

Participation \N':ith the VP & CIO in the monthly business performance review meeting 

+ Coordinat.ion of monthly dashboard session reviews and creation of associated reports for 

reviews held monthly \N-lth IT's managers and directors 

4- Coordination of quarterly KPI reports of targets and results for IT organization where targets 

include: 

Help desk first call resolution statistics 

Actual versus budget financial data 

i\,vailability of data center 

Availability of network 

-$ Performing a sanity check of formulas used for IT allocation of costs by reviewing reports 

* Helping IT's managers and directors promote quality in reporting by ensuring consistency (and 

removing consistency) in KPIs 

+ Performing special projects, as necessary 
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Exhibit IV-J5 displays 2003 to 2007 information technology costs that have been charged to PAWe. 

5300,000 

5250,000 

5200,000 

S150,000 

5100,000 

550,000 

so 

$6,000,000 

Exhibit IV-iS 
PAWC Information Technology Costs 

2003 to 2007 

Operating & Maintenance Expenses 

$5,000,000 -1------­

$4,000,000 

$3,000,000 

52,000,000 

51,000,000 

Capital Expenditures 

Source: Information Responses'G8, 770, and 807 

The ITS operating and capital budgets are developed for each A \'V'\.VSC ITS organization, not at a state­
specific level, which is typical of most service company functions. However, PA \VC does have a 
technology-related capital budget managed by the A W'WSC ITS organization. Prior to 2004, the ITS 

organization was not set up in the current structure and, as such, information is not readily available; 

therefore, A WWSC/PA \X!C was unable to provide equivalent 2003 capital expenditures. The 1TS­

related O&M expenses displayed arc those amoun ts charged to P A WC on the A WWSC billing 

statements. American Water ITS purchases some services specifically for PA \,(/C, including telephony, 

telecommunications, copiers, and maintenance/support. Other services purchased by the ITS 

organization benefit all American Water customers, including Pi\. We. 
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Tape copies of the key business systems' data and applications are produced on a daily, weekly, and 

monthly cycle based on American Water's established recovery-point objectives. Backup activities are 

monitored daily and are validated for success/failure. Remediation steps are taken for any backups that 

have not been successful. Automated tools are used to monitor jobs and to report exceptions to 

technicians. Computer operator(s) monitor the system console for errors and failed jobs are rerun. 

All critical data is in the Hershey data center. Its data is backed up daily at secured offsite facilities, 

which include illocarion in New Jersey for AS/400 data and a nearby Pennsylvania location 

(approximately two miles away) for client/server data. 

Disaster Recovery 

The ITS organization has disaster-recovery-plan documentarion that describes the use of regular testing 

cycles. Example testing methods were illustrated in the plan, as shown in Exhibit JV-16, which was 

compiled by ITS management and adapted from The Disaster RefOfJery Journal DR Glossary and Te.rli!~g 
A1ethods (\Vold & Shriver, 1994). 

Source: Informarion RC~POl1$C 637 

Exhibit lV-16 
Example Disaster-Recovery-Plan (DRP) Testing Cycle 

as of December 31 Z007 

Figure 2. IUuslrnlion of:l DRP Cycle Tesling Scenario 

The plan goes on to say that a test cycle should consist of a minimum of three phases, including a 

checklist, a walk through, and one of the advanced testing methods (simulation, parallel, and full 

interruption). Specifically, for the ITS organization, it indicates that the American Water testing 

frequency should include: 
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9 Cluster data integrity (weekly) 

~ Walk through (quarterly) 

~ Random equipment failure (t\,'vice a year) 

~ Hershey data center failure (once a year) 
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According to ITS management, as part of its annual data-center failure test, all critical applications are to 

be restored according to a schedule, which is reviewed and approved by the appropriate business­

function owner(s). Additionally, each business owner is to indicate if the test was a success. See 

Finding lV-10 for further discussion of American \vater's disaster recovery plan and testing activities. 

Security /Protection 

Among the various security and protection actions that the ITS organization takes include the follo'Ning: 

~ Network - Perimeter firewa]]s are installed between the Internet and American \"Xiater's net\,vork 

to establish a secure environment for the company's computer and network resources. 

<& VimJ Protectioll - All servers and personal computers use antivirus software and automated 

virus-scan policy management to safeguard the network and data. All computers are set up to 

receive regular virus updates from the antivirus system. Weekly reports are available to 

determine the status of engine and virus-definition tiles across American \Vater locations. 

¢> ugiw/ ArCeJJ - .A.1l users access information systems through unique credentials, which include, 

but are not limited to, system account username and password pairs, strong authentication 

tokens, smart cards, or digital certificates. The monitoring of sensitive accounts, transactions, 

and data is also periodically done based on the sensitivity of the access or the risk level of the 

transactions. 

'*' PIZYJiml A ((CSJ - Only authorized individuals are permitted physical access to centralized ITS 

resources. The data centers and :~ssociated rooms have doors that close automatically and 

securely. IVlechanicallocking mechanisms have storeroom function and remain locked at all 

times. Access to the data-center areas .is controlled through an electronic access-control system 

(llsing an access badge), ",rith entry and exit d90rs alarmed. Only personnel \\rith detlned 

business needs are authorized to enter these controlled access areas. Individuals who need to 

enter only occasionally are either escorted, issued temporary badges, or granted temporary 
access with their access badge. Individuals no longer requiring access have their access revoked 

upon notification. 

.. Fire/ Water Protediolt ojITJFadlities - Fire barriers within, above, and below the operations area 

plus fire alarms and overhead fire suppression systems are in place. Hand-operated 

extinguishers are also available and maintained per local fire and building codes. Rooms 

protected with an oxygen-displacing gas (Halon) as a fire-suppression system have doors that 

remain closed, and the protected areas comply with all local fire and building codes. (The 

Hershey data center is replacing its Halon system with FM200.) In addition, data centers and 

computer rooms are not located directly beneath sections of the facility that could become 
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• Backllp Pouler Stf/Jply - Potential points of utility failure have been eliminated and backup 

measures (i.e., installation of an un interruptible power supply) have been implemented. In case 

of a power failure, emergency battery-powered lighting is installed and procedures are in place 

to periodically check their operation. 

Technology Audits 

i\ total of 19 IT lIS-related audits have been performed in the last five years as shown in Exhibit IV-1l. 

_i\lthough several were performed in 2003 through 2006, only two were performed in 200S and 2006, 
and none occurred in 2007. Refer to Chapter IIJ- 1:11lcmcia/ Mallagement for a discllssion of the decreasing 

number of audits performed by the A \V'\X!SC Internal Audit group. 

Exhibit IV-17 
IT /IS-Reiated Audits 

2003 to 2007 

Year Description 

2006 IS SC>..D.-\ 

2006 IS Service First ,\pplication 

2005 IS .-\ \\!,\VSC Operations Environment Review 

2005 IS.-\ \,\l\.VSC Infrastructure Service Help Desk 

2004 IS Operating Systems Review (\Vindows) 

2004 IS Operating Systems Review (UNIX) 

2004 IS Net\vork Security 

2004 IS Operating Systems Review (OS400) 

2004 IS Data Center Review (i\Jr. Laurel) 

2004 IS Data Center Review (Hershel') 

2004 IS Data Center Review (\Toorhees) 

2004 IS Data Center Review (BellevIlle Lab) 

2004 IS D'm Center Review (;>..!ton, Illinois) 

2004 IS Change Managemenr 

2003 IS Data Center Review (Haddon Heights, NJ) 

2003 IS PCI Data Center 

2003 IS ,-\ WS PC! Standard Operating Procedures 

2003 IS Business Continuity Pbnning 

2003 IS ,\ W Policy Review 

Source: J n formation Response 61 5 
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Governance Processes 

The governance processes include standards for planned and unplanned technology requests. 

According to ITS management, the documentation for these processes reflects a more restrictive 

environment, which ITS management believed was not working and, therefore, was recently changed. 

However, the documentation has not yet been adjusted to reflect these changes. Based on current 

practices, different levels of approval are required for approving all technology requests, depending on 

the type of request made. 

For planlled technology requests, business units make their requests via the following process: 

'+ When interested in undertaking a technology project, a BU completes and submits a business 

opportunity form (BOF) (why, value, etc.) and a Technology Design Document - Levell 

(TDD U) to the PMO for placement on the ITRB and ITSC agendas and distribution of the 

BOF to the ITSC. The ITRB reviews and provides feedback (suggested course corrections, 

standards requirements, technology roadmap requirements, etc.) regarding the TDD - Ll to 

ensure that the BOF presented to the ITSC represents a solution that is feasible and consistent 

with IT strategy before their consideration of the business value of the proposition. The ITSC is 

composed of the CFO, VPs, directors, and regional representatives, \vith the Director of 

Business Solutions as a non-voting member. 

• The ITSC approves (or disapproves) the form (if a request is due to regulatory changes, then it 

is automatically done). 

$< If the ITSC approves the form, the PMO tracks business-case activities, which involves having 

the BU build a business case (also referred to as a Level 2 design), with ITS involved in 

estimating IT costs through the development of a Technology Design Document - Level 2 

(TDD 1,2). 

» The business case and TDD L2 are submitted to the ITRB, which is composed of ITS/Security 

directors who meet weekly to approve (or disapprove) the technical aspects of a proiect. 

+ Once the ITRB approves a business case, it goes back to the ITSC, which approves (or 
disapproves) the project. This approval process includes an endorsement of the capital budget, 

a project priority relative to other projects, and a scheduled start date. (If request involves 

enhancements, an ITSC subcommittee approves them.) 

+ ITS begins a project once the appropriate Regional Investment Management Committee 

(RIMC) (one for each of the four American Water regions and one for corporate, totaling five) 
releases the funds. 

• 'fhe project is performed, in which a project manager, usually an ITS employee, heads the 

project team. (On large projects, both ITS and the BU generally have a project manager, \V;th 

the ITS project manager acting as the overall project manager.) In 2007, ITS began having a 

Project Steering Committee (pSC), which is composed of high-level stakeholders, for all major 
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projects. The PSC meets monthly (or as needed) to provide oversight regarding the project's 

business design, scope, testing, and finally making the recommendation to go live. 

~ Utimately, however, the Change Approval Board (CAB), which meets weekly, is responsible 

for approving the requests that can actually go jive. The CAB is composed of the Change 

Manager, ITS directors, and a Security director. Before moving systems to production, sign­

offs using the production authorization form are required. 
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For unplanned nOfl·cmcrgenry (break/ fix) requests, requests are reported to the help desk and handled by 

the appropriate ITS group as parr of its maintenance and support activities. Historically, ITS prioritized 

these requests; however, they now go into a queue, which ITS leads monitor on a daily basis, but are 

handled based on the process owner's prioritization of these items. 

For tlt/planlIed emergmry requests (emergency is defined as a physical failure), requests are handled 

immediately but require a manager's approval, with a post-mortem done by the CAB. 

The ITSC also approves the mix of how internal ITS resources should be split among break/fix, 

projects, enhancements, maintenance, and administration activities. The mix (approved as of December 

31,2007) is shown in Exhibit IV-18. Schumaker & Company did not identify any ITS mechanisms 

currently in place for ensuring that the approved mix is being follo\ved. 

IT Area 

Globol Strategy & Architecture 

Core RU$ine% Systems 
C lien t Relations 

Infr3structure & Operations 

PMO 
Security 

Source: InfoOTlation Re~roll~e 490 

Exhibit IV-18 
Mix oflTS Resources Approved by ITSC 

as of December 31, 2007 

Projects Enhancements Break/Fix 

60% 10% 5~/o 

29% 21S/" 15% 
10% 8~/o 4S~/o 

12% 10°;0 25~;() 

80% 0% 00/0 

10% 20c/o 15%) 

Maintenance Administration 

SO/o 20% 

15% 20~1o 
1 "'101 , 10 20~/O 

33%) 20% 
0% 20~/O 

35°1'0 20% 

Because ITS has limited resources, when the ITSC approves a project for ITS to complete, ITS may 
decide to augment its resources (if within budget). 
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Findings & Conclusions 

Finding IV-1 American Water's fong-range IT planning activities have been on hold 
since SOX compliance efforts began in 2006 following RWE's December 
2005 decision to divesl of American \Vater. 

At the time American Water was acquired by R\\i'E in 2003, a major initiative was undertaken to 

integrate American \Vater processes and replace American \Vater applications 'With a single, common 

enterprise resources planning (ERP) solution. Also, work on legacy systems and applications were 

frozen. In December 2005, all IT initiatives were cancelled foIlo'Wing R\x:'E's decision to divest of 

American \Vater. Because all IT initiatives were cancelled, all long-range planning processes were put 

on hold when SOX compliance projects began in 2006. As a result, no long-range IT plan has existed 

since 2003 when i1merican Water began its ERP initiative. In 2007 ITS started developing an 

infrastructure plan, but no applications plan is yet in progress. That is, no formal long-range plan exists. 

Only its five-year budget plan, similar to that of other American Water departments, and an 18-month 

project portfolio of both business-initiated and ITS infrastructure-related projects (developed based on 

business cases approved, ranked by the IT Steering Committee, and aligned based on rank and 

availability of the technology skills needed to execute the projects) exist. 

Despite not having a formal plan, in late 2007 ITS management verbally stated that its general 

expectations for the next five years are to refresh and standardize the IT infrastructure, to optimize ITS 

processes, and to implement nC' .. v technologies to improve performance and enable business solutions 

needed by business units to meet their goals and objectives. ITS management also verbally stated that in 

2008 it expects to replace existing outdated data network and other telecom technologies, to standardize 

its desktop environment, to upgrade existing core-system servers, and to deploy new telephony systems 

at sites \-vhere one is deemed needed and feasible. Also, other ITS activities include the delivery of 

projects as they are approved by the IT Steering Committee. For example, among those already 

investigated through strategy sessions is a review of client/ server technologies that would reduce costs 

and improve and/ or increase services to American Water customers No formal strategic plan was in 

effect in late 2007. 

The lack of a formal strategic plan prevents the ITSC from using such as plan as a guideline for deciding 

whether to approve (or disprove) projects and ranking-approved projects. It also means that ITS 

management's expectations are simply that as opposed to a plan for identifying what activities ITS 

should actually be doing. 

Finding IV-2 ITS has made little progress in recent years with regard to addressing the 
technology needs of American Water's business units, including those 
i!l1pacting PA we operations. 

All IT initiatives were cancelled in 2005 and it appears that little progress has been made since then to 

address i1merican Water's technology needs. In late 2007, approximately 10 major IT projects were 

Schumaker & Company 8/7/2008 



MAS REPORT 2 - VOL 1 
CA l'SE NO. 43680 
Page 171 of306 

under way, 30 business cases were started that might lead to major IT projects, and 13 major projects 
were backlogged. ,J\dditionally, examples of problems noted during this audit include: 
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• Dissatisfaction was expressed by variQus financial management groups due to lack of 

functionality in the current version of its financial enterprise resource planning (ERP) software, 

as discussed in Chapter III - Fincmtial Managemettt. This problem arose despite ITS' efforts to 

incorporate some enhancements. 

~ Soft\vare standardization across the American Water organization is lacking in selected 

instances. For example, although Schumaker & Company was told that American \Vater owns 

the inventory-management module of its ERP software, no Pennsylvania locations use the 

software. Instead, different inventory-management methodologies (manuals, spreadsheets, and 

Access databases) are in place in Pennsylvania, as discussed in the Procurement Scroices and 

iVIaterials iHanagement section of this chapter. 

., Tools, such as 24x7 monitoring of failures, and analytical tools by the ITS help desk regarding 

types of issues so it can be more proactive in addressing customer needs are lacking. 

Although it was beyond the scope of this audit to determine specifically why little progress has been 

made, some of the potential factors brought to light include the following: 

t} The lack of an IT strategic plan to guide the American Water organization in making project 

selection and prioritization decisions 

<& 'rhe use of governance processes involving BOFs/business cases, project selection and 

prioritization, project initiation, project monitoring, and project closeout that is certainly 

cumbersome thanks to the many steps and groups involved and is, possibly, ineffectively 

implemented 

<> The use of policies and procedures that focus primarily on SOX compliance rather than 

managing a well-run ITS organization 

., Relying too heavily on BUs to perform major testing activities (not just user-acceptance tests, 

which is generally done by BUs, but also functional tests, system integration tests, and 

regression-test activities as shown in Exhibit IV-B), which can cause delays because BUs must 

also be performing day-to-day operations at the same time 

$ The vacancy of two key Director positions (pMO and Global Strategy & Architecture) for long 
periods of time 

* Inappropriate, and in some cases inadequate, ITS staffing levels 

A recent ITS study was performed by Computer Sciences Corporation (CSC) on behalf of American 

Water. This study compared the staffing levels oOTS groups against industry averages_ The study 

results indicated that the organization may want to review what stafflng levels each ITS group should 

have. Preliminary indications are that these levels may be higher or lower than what ITS has budgeted 

in the past for each group, That given, Exhibit IV-19 illustrates that the number of positions previously 
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budgeted from 2005 to 2007 were not necessarily filled. According to ITS management, these vacancies 

were often attributable to hiring freezes. 

Exhibit IV-19 
Actual versus Budget ITS Staffing Levels 

2004 to 2007 

Actual Budget Difference 
2005 2006 2007 2005 2006 2007 2005 2006 2007 

Business Solutions 39 45 56 57 57 61 (18) (12) (5) 
Infrastructure & Operations 30 31 40 39 37 40 (9) (6) 0 
Client Services & Support 46 50 49 58 56 56 (12) (6) (7) 
Project Management Office 11 9 10 8 1 I 11 3 (2) (1) 
Global Strategy & Architecture 0 5 4 ::; 5 6 (5) Q (2) 
Planning & Performance I 1 0 0 0 
Administration 2 J 2 0 0 0 

Total ITS Organization 128 142 162 169 168 177 (41) (26) (15) 

Source: Information Re~ponse:; 67 ano 765 

Certainly, an investigation of what staff1l1g levels should be needs to be performed. 

Finding IV-3 The PMO has developed pmiect-managemem documentation that is 
extensive in scope; however, m .. terials [0 help employees effectively apply 
these shmdatds has not yet been included as part of such documenta.tion. 

The PMO has made an excellent start in developing project-management documentation, which 

includes the following: 

4> PMO governance policy 

1> Project close practice 

<$ Project initiation practice 

~ Project planning practice 

$ Project execute/deliver-analysis and design practice 

~ Project execute/ deliver-build/ can figure/ test practice 

~ Project execute/deliver-deploy practice 

~ PMO standards 

~ PI\-JO guidebook 

Most topics that Schumaker & Company would expect to see in project-management documentation 

for monitoring, measuring, and verifying steps that arc designed to monitor progress against plan are 

generally included. Other materials often included in such documentation for programs, such as 
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checklists and templates to effectively apply these practices, were not noted in our review of the 

documen ta tion. 

Finding IV-4 The ITS organiz~tj()n is nOt phtcing adequate emph~tsis on certain staff's 

achievement and malnten~\ncc of project-m<mllgt~ment certifications. 

According to senior ITS management, all project managers (who are located in the PMO organization) 

are required to have Project Management Institute (PMI) certification as Project Management 

Professionals (PMPs). In our review of certifications, only four (Director, Senior Analyst, one Lead 

Project Manager, and one Career Project Manager) of the 11 PMO employees had achieved PMP 

certification, although one other employee (a Lead Project Manager) was working toward such 

certification. Conversely, QA staff (who are located in the Business Solutions organization) are not 

encouraged to have PMP certification, although quality assurance is a key component of good project­

management principles. Schumaker & Company also believes that other ITS staff, such as technical 

staff who are involved in project activities, should be encouraged to get their PrvfP certification, 

regardless of where they reside within the ITS organization. 

Encouraging employees to obtain project-management certifications helps both American Water and its 

employees by increasing those employees' skill sets to more effectively perform IT \vork. 

Finding rV-5 11H: ability of the Client Services & SUppOri group 10 electronically deploy 
soitware upgrades to workstations is hindered by American \X;'ater's net\york, 

'which results in additiflfl;.,j costs to ITS customers, sHch as PA VfC 

The Client Services & Support group has the necessary software to electronically deploy software 

upgrades to workstations, but CS&S management indicates that it cannot use this software. That is 

because the network does not have the necessary bandwidth to do so efficiently, The result is that 

CS&S employees must physically go to workstations to deploy software or software upgrades after a 

workstation has been originally configured for use. In some cases, CS&S employees mllst drive to a 

location to deploy software upgrades. For PAW/C, this travel could take asmuch as four hours one way, 

The Client Services & Support group has attempted to minimize th.is manual effort by first putting a 

universal image on all workstations at the time of acquisition and then making few software upgrades 

until the equipment is replaced. 

Finding IV ~6 ITS management is not appropriately focusing its employee-training lind 

development efforts through the use of a skills inventory for individual 

employees. 

According to ITS management, ITS employees attend conferences and belong to professional 

organizations. In addition, employees are encouraged to participate in the folloVving training and 

development (T&D) activities: 
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• NORDICS exchange group activities 
.. Gartner Group symposiums 

.. Vendor sessions (e.g., Cisco, AT&T, IBM, Microsoft) 

.. Common user groups (IBM, AS/400) 

• l'vlicrosoft cerrifications 
.. Teleconferences 

• ITS Information Day (focused on serving BUs better) 
,. Lunch & learn sessions 

.. White papers 
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Training and development (r&D) activities arc performed based on the development needs that are 

identified mid-year and end of year at performing planning time. They are based on individual needs as 

opposed to group needs. It is up to individual managers to determine what is needed, because no 

tracking tools are available to them. Although American Water had already exhausted its Global 

Knowledge contract by the autumn of 2007, the CIO was looking to expand it. According to ITS 

management, as long as a manager has a training budget, s/he can use Global Knowledge. 

Nevertheless, individual managers have neither a formal skills inventory nor a T&D history available to 

them to make decisions regarding how, when, and where to send employees for T&D activities. Also, 

the recent CSC study of the ITS organization indicated that development plans are not in place for all 

ITS employees as required by ITS policy. 

Finding IV-7 The ITS organization does not have sufficient dienH!;'ltisfaction 
information and data with which to evaluate its ahility to serve AW\~!SC or 

PAWC departments. 

The ITS organization does not routinely perform client-satisfaction surveys. j\ny information it has is 

obtained either through the use of a "lessons learned" activity, which is performed at the end of some 

(but not all) projects, or informally through discussions with BUs. Some individuals who were 

interviewed as part of this audit noted anecdotally that they had concerns about ITS' ability to 

adequately provide service. 

Hnding IV-8 The ITS organization h~ts not developed service-level agreements with its 
client groups. 

Although ITS' mission includes the organization being "a valued business partner," no service-level 

agreements with client groups, either functionally oriented A \\f\VSC groups or state entities (like 

PA \VC), currently exist. The targets associated with ITS performance statistics, as shown in 

Exhibit IV-20, were the only documentation provided by ITS management when asked to provide 

service-level agreements (SU\.s). Although written and signed, Schumaker & Company does not 

consider these documents to be service-level agreements. They are merely ITS targets. According to 

ITS management, the organization has not met with BUs to determine what business units expect from 
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the ITS organization. Without having a good understanding of BU expectations, the ITS organization 

cannot tmly have a client focus. It is therefore unable to appropriately provide the services that BUs 

(such as pj\ WC) require to meet the needs of their end customers. 

Finding IV-9 ITS' performance versus its targets showvarying, and in some cases, pOOl' 

results. 

Exhibit 11/-20 illustrates ITS' performance metrics for the last three years, from 2005 through the first 

half of 2007. 

Exhibit IV-20 
ITS Perfonnance Metrics 

2005 to 2007 (through First Half of 2007 Only) 

Service Desk 
Metric Ta~el lQOS 2QOS 3Q05 4QOS lQ06 2Q06 

fir" Cul Rcsnlu.io" R".e (,0.(10% ;if~~1i":/,'l!4l!tAi:'''' 60.2":, 60.7% {;01·i!l1l'~S;:.OSJt~:::: 
Telephone ,.\nswtr Rate 70.01l""n 1\9.5(\1 lillO",: H2.5"~. 77.6'>', (0) (") 

Telephone Ab:lTldon R:H(,' 5.00"';' l.IJ"v 2.2'\·~, 2.8"·f. 4.8";, (a) (a) 

(3) Upgraded the phone system and the switch reporting nol avaIlable 

ITS Infrastructure Availability 
l\1etric 

:\v:'lilabiliry-Enrerpri:>c Serv(:(s 
;\\ .. ~tlabilj(r-Nctwork C(JIln<.:co\ it), 

IQOS 3Q05 4Q05 IQ06 
~9.5f";' 100'<)<\, 

100.0";' 100.0" .. 

99.8"'n 
lori.f)";, 

3Q06 

63.S"'!; 
7H.6°·;; 

4Q06 
73.(10';" 

8~.<),", 

4.1"" 

4Q06 

100.0"' .. 

100.(1"" 

IQ07 2Q07 

73.5% 76.0n.,. 

x7.0~·t, R9.0f'Ji. 

3.(j";, 5.0·'" 

lQ07 2Q07 

I OO.fr' '" I Ot>.o"" 
100.1)"" 100.0"" 

I\.1etric 

GovenlanC(" (of ITS Projccrs(:t) F';~~~:;~Jf~)(~'.O~"~'=~JI~i(~I.l~l .. ~ .. =Toiftii~~~~:;~i~TIS~ii~~ 
/\lignmenr oflTS Proj(:ct:': (b) 100.00"',1 1 00.0(1,,\ HJtl.O'··;·, 100.0'>, 100.0!I/n 101).lt'·;, "1 OO.O"'~l 1 00.0"'" 

1 Q n5/2(~ 05: Just implcn1CnrCG rr <3-ovcrn::tncc [no! [0 ~UPP()t"t the 1>i\"10 proccs~.~ 3(~ 05: Spent the 3rd quarter c()tnpJeting 
the Pi.\·I() proces::oes :lnd trninjng;.4(,2 06: Se,\pcr-a) projcct~ need to irnprovc their c.ornpLiance \.vir.h the P]\J().rneci'lodology; J(,} 

07: 3 pr()jcct~ out. of 14 did not coo1ply '\v:irh aU Pi\·l() mcth()dorogy~ 5pccificnlly Po\.vcd>lant~ J~lyperion~ l.)""ylight Saving 
pojcct:". 

3(:? 06!4C.~ 06 ProJecT Iha and pri()cirie~ set by (he rrs S[C'cr:ing COlnmincc. 

Metric 

Leg-Je)' "pplic:H!On \VO RcqueS'l~ 

Core Business Systems Tum-Around-Time (TAT) for Emergency/Critical Issues and UARs 
Metric Tar et lQ05 2Q05 3Q05 4Q05 6 IQ07 2Q07 

TAT-Pr;()OI!' J (Emergency) 'IS.(l()";, J()O.O"'" 
TAT- Prioriry 2 (Criticilf) 9S.00'1~n I!)H.O~,'" tOil.f)"'" 1IlO.IJ~·f) HRJ.f}~·i; HlIl.O~f" IU(}.OQ.~., 

TAT-.Aw.'(agc 90.0().'~'(I 90.6"\1 

Highlighted :lreas i.ndicate not making target 
Data represents all t\mcrica!1 Water clients and none is das>itied as P!\-specific. 

Source: Information Responses 76 and 560 
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As shown by the highlighted items in Exhibit IV-20, many of these metrics have experienced rjme 

periods of poor performance. Those items where problems continue to occur in recent months include 

governance of ITS projects (% of ITS capital projects that follow the PMO methodology) and TAT 

average (average TAT for completjng a user access request). 

Additionally, approximately three years ago, ITS began formally doing KPls for ITS managers, wruch 

are supposed to support business process improvements. (See Exhillti IV-6 and Exhibit IV-9 for 

examples.) These examples show that director KPIs are not aligned \vith the formal ITS metrics shown 

in Exhibit H-'-20. We also noted that performance targets for the Client Services & Support 

organization include items focused on quality, budget variance, and two TAT metrics that are not 

included in Exbibit IV-20. 

The ITS organization has a limited number of performance targets that have not recently been 

examined for relevance to what is expected of a well-managed ITS organization, and may have been the 

same for the last three years, from 2005 to 2007. These targets are also often not aligned w-jth the KPIs 

of the various directors. Unlike many technology organizations, ITS has not focused on developing a 

group of metrics (or scorecard) that concentrates on the appropriate issues and then keeping ITS 

management's attention on acrueving these targets. 

Finding IV-lO Although ITS backup/restoration and st~curi(:y/protection plans and 
activities ate generally reasonable, its disaster recovery plan is inadequate 

and approprhne testing activities ate not being performed, despite its 
recent Chapter Hll sell-certification reports thai PAWC has met all 

requited elements, 

Each year since 2005, PA WC has been required to provide self-certification forms to the Pennsylvania 

Public Util.ity Commiss.ion (paPUC) regarding its emergency preparedness, as reguired by 

52 Pa. Code §§ 101.1-101.7, Subsequently, concurrennvith its PaPUC annual report fIling, PiiWC 

submits its self-certification filing, in which PA WC must indicate that the requirements were met for the 

entire prior year (e.g., submitted in early 2006, for 2005), The regulation requires a jurisdictional utjlity 

to develop and maintain written physical and cyber-security, emergency-response, and business­
continuity plans, which include: 

'I. 1\ physical security plan must, at a minimum, include specific features of a mission-critical 

equipment or facility-protection program and company procedures to follow based upon 

changing threat conditions or situations. 

2. A. cyber-security plan must, at a minimum, include: 

a. Critical functjons requiring automated processing 

b. Appropriate backup for application sofLware and c1ata; appropriate backup may include 

having a separate, distinct storage media for c1ata or a different physical location for 

application software 
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c. Alternative methods for meeting critical functional responsibilities in the absence of 

information technology capabilities 

125 

d. i\ recognition of the critical time period for each information system before the utility could 

no longer continue to operate 

3. A business-continuity plan must, at a minimum, include: 

a. Guidance on the system restoration for emergencies, disasters, and mobilization 

b. Establishment of a comprehensive process that addresses business recovery, business 

resumption, and contingency planning 

4. An emergency-response plan must, at a minimum, include: 

a. Identification and assessment of the problem 

b. lVlitigation of the problem in a coordinated, timely, and effective manner 

c. Notification of the appropriate emergency services and emergency-preparedness support 

agencies and organizations 

(Refer to Chapter V - Water Operations for discussion of PAWC's physical-security plan, business­

continuity plan, and emergency··response plan.) 

For 2005, PAWe submitted self-certification forms inclicating that it essentially met all such 

requirements, \vith some emergency-response plans to be reviewed and updated, as appropriate, in early 

2006. Then, for 2006 and 2007, PA we submitted self-certification reports indicating that it met all such 

requirements. However, as discussed below, disaster recovery plans are inadequate and testing activities 

are not being performed. 

The follo\v:ing applications and data are replicated between the IBM 890 servers in the Hershey data 

center and the IBM 830 servers in the Haddon Heights data center: 

• JDE, including all JDE application modules and data 

+ ECIS/Orcom, inclucling all application and individual states' clata 

However, this replication does not represent an adequate disaster recovery solution. If a disaster occurs, 

American \Vater has essentially a "spare" application set and respective data, but is not in a state to 

recover within the 12 hours included in its plan, as follows: 

.. The IBM 890 integrated file system (IFS) share daily electronic funds transfer (EFT) data, 

which allows for customer billing and collections, was not being replicated between Hershey 

and Haddon Heights. 

-¢< The client configurations for JDE and E-CIS (as well as Hyperion) were only configured to 

access Hershey. Individual configuration changes for each client are required to poin t to 
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Haddon Heights in the event of a disaster, which would inhibit client processing until such 

configuration changes are made. 

+ In addition, restoration from tape has not taken place in production, but only in a development 

or test environment. 

Additionally, American Water has not mimicked, or replicated applications in Haddon f Ieights or any 

other location, for the following key applications: 

'# Service First (mobile work management system) for customer work order dispatch to the field 

.., Hyperion System 9 (financial reporting) 

• PowerPlan Suite, including PowerPIant (capital asset management) and PowerTax 

4> Sabrix (sales and use tax) 

Although American Water backs up the data each day for these applications, should there be a disaster 

in Hershey, Haddon Heights is not prepared to support these applications 

Furthermore, the disaster recovery plan in place is insufficient and has never been tested, which was 

supported by our requests for a descript.ion of disaster-recovery tests performed by the ITS organization 

in recent years and for copies of any resultant documentation from the last test performed. No such 

evidence of tests actually being adequately performed could be provided. 

Schumaker & Company also noted that the the (\,vo-mile separation in Pennsylvania from the Hershey 

clata center to the backup site for client/server data is substantially less than the lO-mile rninimum often 

considered a best practice for minimizing the likelihood both facilities would be impacted by the same 
event. 

Finding IV-11 The IT security function is not part of the ITS organization, which is 

atypical of industry practices. 

The ITS organization does not have responsibility for the information systems' security function. That 

function is handled by a five-person IT-security staff reporting to the Director ofInformation Security. 

This director in turn reports to the Director of Operational Risk Management, as discllssed in the Risk 

AfaJ1agemcII/ section of this chapter. Typically, technology organizations include the information systems' 

security function (not part of an operations function but reporting to the CIO), which allows 

appropriate coordination between the security and operations functions. In addition, the recent CSC 

study of the ITS organization indicates that the current split has not been working effectively. 

Finding IV-12 The data center space has recently bet'f! expanded in large part as a result 

of Asnerican Water not effectively pt':rforming a consolithHl0n ofits servers. 

Capacity planning is not performed by the ITS Infrastructure & Operatjons group on an ongoing basis. 

Instead, annual capacity planning is performed by reviewing trends in data growth, including individual 
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groups that are responsible for data. Each year, coinciding "l,,.-ith the budgeting cycle, the ITS 

organization performs capacity planning based on historical growth and the impact of projects in the 

portfolio. Based on that assessment, the organization identifIes upgrades and expansions that are 

needed to meet required capacity and performance. It then collaborates "'.lith the A \v'\'V'SC Business 

Development Committee to perform capacity and integration planning. 

727 

A Hershey data center expansion project was being completed in late 2007 in response to these 

capacity-planning efforts. This project included six components, including street power, power s"vitch 

room, UPS, heating/venting/air conditioning (HVAC) units, fire protection, and retitting of space to 

house new computer and direct access storage device (DASD) systems. The costs associated with the 

expansion project were approximately $942,500. To the extent that these costs are not merely upgrades, 

but truly expansion for computer/DASD systems, these costs should be considered lost savings. 

American \X7ater management believes that refitting of the existing data center space to house 

equipment is an opportunity to prepare for the future growth plans and to facilitate any migration from 

legacy systems/platforms. However, expanding a data center in today's environment is contrary to what 

most IT organizations experience. NIost, in fact, have extra space, often due to aggressive server 

consolidation programs. To date, the ITS Infrastructure & Operations group has not formally 

undertaken such a program. 

At the same time, other considerations, such as more aggressively archiving data rather than keeping all 

data online (also mentioned in the recent esc study), should be factored into the analysis. 

Recommendations 

Recommendation IV-.! Expedite efforts to develop a long-range IT plan, and subsequently 
perform yearly review and update at.:tivities. (Refer to Finding IV-I 
and Finding IV-2.) 

The ITS organization has been without a long-range IT since RWE acquired American Water in 2003 

and the ITS organization began its ERP initiative (since cancelled). The organization must expedite 

efforts to have such a plan developed in 2008. Then, each subsequent year, ITS and BtJs should review 

(and potentially update) the IT plan together to ensure that it meets not just ITS' needs, but also those 

of the BUs that it serves. 
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Recommendation IV-2 UptiMe ITS documentation as part of an ongoing program to 

include aU aspects of a weil-managed technology organization, 
including (but not limited to) operational, governance, and pwject 
management/QA functions. (Refer to Finding IV-2 und 
Finding IV-3,) 

Much of the documentation developed by ITS to date has been focused on achieving SOX compliance. 

This limited view is not appropriate. The ITS organization needs to identify all required processes 

within it, including (but not limited to) operational, governance, and project management/QA 

functions. Then, it should establish a program for routinely reviewing and updating these processes and 

for developing (or updating) the process documentation as well as standards for associated procedures 

and practkes. All documentation should be reviewed at least annually. 

As part of these efforts, the ITS organization should make sure that checklists and templates are 

included in such documentation. 

Recommendation IV<3 Address organizational issues involving vacancy of director 
positions, the appropriateness of statIing size of the various ITS 
groups, and the reporting location of the information systems' 
security function within American W'ater's l)tgal1iz.ltinn stn!cturc. 
(Refer to Finding IV-2 and Finding IV-H.) 

At least rhree different types of ITS organizational issues were identified by Schumaker & Company in 

performing this audit. They include: 

~ The ITS organization must move quickly to fill the Director PMO and Direc.tor Global Strategy 

& Architecture positions. These groups cannot operate effectively without leadership to guide 

employees. 

$ A detailed analysis of the appropriate staffing size of the various ITS groups should be 

performed and reflected in ITS plans and budgets. 

*' The information systems' secmity function should be removed from the Operational Risk 

Management organization and moved into the ITS organization, although it should not be part 
of the Infrastructure & Operations organization. 

The ITS organization must address each of these issues in the short-term so it can proceed \vith its plans 

as necessary. 
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Expand American Water's commitment to project~man'3gement 
principles by requiring all ITS employees who m:e actively involved 

in project work to achieve Pr..-:1P certification and hy closely 
monitoring related activities to ensure that timely progress is made. 

(Refer to Finding IV-4.) 

For an organization with the size and complexity of j\merican \Vater's ITS organization, few employees 

have project-management certifications. Certification not only helps to ensure that individuals have 

been trained in appropriate project-management practices, tools, and techniques, but it also helps to 

place appropriate emphasis by American Water management on the importance of best practices with 

regard to project management. Emphasis on project-management certification helps to ensure 

standardization of project-management implementation efforts. It also helps in determining which 

employees are truly interested in furthering their positions within the ITS organization by obtaining their 

PMP certification. Inclusion of project-management certification goals should be incorporated into the 

performance plans of appropriate employees. Those employees who are required to achieve PMP 
certification should include PMO staff, QA staff, and other ITS employees who are actively involved in 

project work, even if they do not hold project manager/QA titles. That is because they too need to 

understand project-management philosophies, concepts, techniques, and tools. 

In addition to PMP certification, as part of its program to foster project-management principles, 

American Water should also ensure that skill-based menrorihg and exposure to a variety of on-the-job 

development experiences is included in this program. 

Recommendation IV-5 EnhMlce the American Water network to enahle electronic 

deployment ofsoftware updates to PAWC employees. (Refer to 

Finding IV~5.) 

Given that the CS&S group has the technology in place to electronically deploy software upgrades, this 
group should work closely 'W-lth the Infrastructure & Operations group to develop the necessary steps to 

make deployment feasible. It should then implement these steps as quickly as possible. Every i\ \v'\~SC 

manual deployment of software costs PA WC approximately $100,000 more than doing deployments 
electronically. Achievable cost savings could approximate $100,000 to $200,000 in annual savings, 
depending on the number of times deployment occurs each year. If done annually, it could approximate 

$100,000; if done semi-annually, it could approximate $200,000; or if done quarterly, it could 
approximate $400,000. 

Recommendation IV-6 Improve training and development efforts fot 1'1'5 employees> 
(Refer to Finding IV -6) 

The ITS organizations should implement a skills inventory database for ITS employees that tracks 

professional development activities undertaken by ITS employees and associated management and 

technical skills held by these employees. This information could then be used by ITS management to 
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identifY training and development activities necessary to improve the skills of ITS employees. The ITS 

management must ensure that all ITS employees have a development plan that incorporates professional 

development objectives. 

Recommendation IV-7 Develop a plan to regularly conduct ITS client-satisfaction surveys 

and implement the first survey in a timely manner. (Refer to 
Finding IV-7,) 

The use of regularly conducted client-satisfaction surveys can provide a technology organization 'with 

insightful information about the services it provides and how client groups perceive the organization. 

The use of such surveys is particularly helpful when looking at trends over time to determine whether 

service is improving or not. 

It is the perfect time for the ITS organization to develop a plan to conduct client-satisfaction surveys. 

That is because a new CIO began work in the beginning of 2008. The use of such surveys would give 

the CIO a baseline from which to show progress as the CIO makes changes. The first survey should be 

done in a timely manner. Subsequent surveys should be routinely conducted. Many technology 

organizations conduct such surveys everyone to two years. 

Recommendation IV-8 Est;lbHsh ITS service-level .agreemt~nts with major client groups. 
(Refer to Finding IV-S.) 

To twly become "a valued business partner," the ITS organization must increase its client focus by 

interacting more freguently and effectively with its client groups. One of the ways the ITS organization 

can begin is by establishing service-level agreements with each of its major client groups, both 

functionally oriented groups and state entities. However, these agreements must not be developed and 

solely placed on a back shelf \\~thout further consideration. j\ mechanism must be developed that 

requires the ITS organization to at least quarterly (if not monthly) provide feedback to the client groups 
as to how the ITS organization is doing against the expectations included in the SLi\s. 

R,ecommendation IV-9 Implement a relevant ITS scorecard. (Refer to Finding IV-9.) 

The existing ITS performance targets are outdated and do not reflect an organized approach to 

effectively improving the ITS organization'S performance. ITS management, in conjunction with BGs, 

should determine what key metrics are relevant and should then identify the particular targets against 

which results are measured. The KPls for directors, as well as any success measures for individual ITS 

employees, should be aligned so that they support the key ITS performance targets included in an ITS 

scorecard. Similarly, these key ITS performance targets should support the IT strategic plan (described 

earlier in RecolJlllJelldation IV· 1). 

Routinely (preferably monthly), scorecard results against targets, with explanations when targets are not 

achieved, should be published to all ITS employees and major business partners. In the future, when a 
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target is not achieved, a formal acrion plan should be developed and a responsible person assigned to 

improve results and subsequenrly achieve the targer. 

Recommendadon lV-HI Update th{~ ITS disaster recovery plan and hegin routinely 
revie'wing and testing disaster-recovery plans and documenting 

rcsuhs. (Refer to Finding IV-lO.) 

The ITS organization should update its disaster recovery plan to address the shortcomings previously 

discussed. Among the actions that should be taken are: 

• Begin replicating IrS between Hershey and Haddon Heights . 

731 

." Transition the tape management processes to a third-party for seven day a week collection at all 

sites and transfer to off-site storage and maintenance (at least 10 miles away) by the third party. 

• .Address the client configuration challenges for all American Water applications to be able to 

point to Haddon Heights instead of Hershey in the event that the need arises 

• Establish recovery time objectives and recovery point objectives with line of business owners 

for all critical applications 

~ Adequately address alI elements of the disaster recovery plan document and update it. 

t Develop a plan (and routinely review it) to immediately do full disaster recovery testing for JDE 

and E-CIS applications. 

• Develop a plan (and routinely review it) to put in place a disaster recovery solution (including 

replicated applications and data for the other business critical applications listed below: 

Service First 

Hyperion System 9 

PowerPlan Suite 

Sabrix 

rurthermore, as the ITS org:mization has not reviewed and tested its plans and documented results, 
disaster recovery test activities should be routinely performed. 'rhe way a technology organization 

learns to quickly and efficiently restore its underlying technology, systems, and applications is by 

performing routine tests to bring up all core applications. As change occurs frequently within a 

technology environment, most well-nm ITS organizMions review checklists and perform walk throughs 

throughout each year. 'Illey also should replicate, at least annually, the situation where all core 

applications are operated from an alternative site than they normally are. Key representatives from 

major customer groups should be involved in a'pproving that tbese applications are working as expected. 

The documentation of test results is important for the ITS organization to improve results the next time 

a test is attempted. 

Besides improving its testing activities and documenting testjng results, the ITS organization must 

regularly review its disaster-recovery plan and update it, as appropriate. 
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The disaster-recovery actions should be in alignment with Jlmerican \V'ater's business-continuity-plan 

(BCP) activiries. (See Chapte-r V - lJYater Operations for a discussion ofPAWC's BCP activities.) 

Recomrnendation IV-l1 Perform a server consolidation study and implement study 
recommendations. (Refer to Finding IV-n.) 

Many ITS organizations have performed server-consolidation studies. That is because server 

consolidation is an approach to the efficient usage of computer-server resources so as to reduce the total 

number of servers an organization requires. Use of server consolidation typically occurs in response to 

server sprawl, a situation in which multiple under-utilized servers take up more space and consume 

more resources than can be justified by their workload. Therefore, many organizations are increasingly 

turning to server consolidation as a means of cutting unnecessary costs and of maximizing return on 

investment (ROJ) in a data center. Of 518 respondents in a Gartner Group research study, 6% had 

conducted a server-consolidation project, 61 % were currently conducting one, and 28% were planning 

to do so in the immediate future. 

Although consolidation can substantially increase the efficient use of server resources, it may also result 

in complex configurations of data., applications, and servers that can be confusing for the average user to 

contend with. To alleviate this problem, server virtualization may be used to mask the details of server 

resources from users while optimizing resource sharing. Another approach to server consolidation is 

the use of blade servers to maximize the efficient use of space. 

Given its recent increase in data-center space and the direction that many technology organizations are 

going to address server sprawl, the A \'V"\vse ITS organization should undertake a server-consolidation 

study that factors in increased archiving of data. Based on the results, the ITS organization should 

implement any study recommendations in a timely manner. Ultimately it is not simply less space that 

could result in cost savings to American \'V'ater, but more significantly it is the use of fewer servers with 

increased archiving of data, plus associated support costs, that would provide the vast amount of 

potential savings. Based on a combination of these changes, the potential cost savings and/ or cost 
avoidance to American \Vater could be approximately $1 million to $1.2 million annually. Based on 

PA we receiving approximately 22.3%, Pi\. \\fC's range would be approximately $223,000 to $267,600 in 
annual cost savings and/or cost avoidance. 
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This chapter provides a discussion of transportation and fleer management services provided by either 

American Water Works Service Company (A WWSC) or Pennsylvania-American Water Company 

(P A WC) in relation to the maintenance and operation of the vehicular fleet that is operated by PA We. 

Background & Perspective 

Organization & Staffing 

The majority of the fleet management function for both PA WC and all of the other American Water 

state-operating companies is provided by an external contractor, Automotive Resources International 

(ARl), which is headquartered in Mount Laurel, NJ. As such, the internal organization for fleet 

management at PA WC and A \V'\'VSC is very small, with only two full-time tleet management personnel 

at A WWSC and one A \Xf\'VSC Southeast Region employee who handle the fleet management function 

on a part-time basis. 

The Fleet Manager at A \X!\VSC reports to the Director of Supply Chain for A WWSc. The A WWSC 

Fleet :t\tfanager is located in Voorhees, NJ. He is responsible for fleet management policies, procedures, 

procurement, vendor selection, and approval of large maintenance expenses. The A \X,,\VSC Fleet 

Manager's primary responsibility is to ensure operating company compliance with the .American \Vater 
Fleet Governance Document and with other relevant American \Vater policies and procedures for Heet 

management. These documents specifY the guiding fleet maintenance standards such as how often to 

replace, maintenance, etc., company vehicles. The Fleet Governance Document is composed of several 

documents, including the following: 

~ Vehicle Utilizatioll Poli~'J! - governs the administration of the American Water vehicle-use plan 

~ AtlJefimll {'Water Tleet Program/ Pro<~ram GOt'emafl(;! - primarily guides the interaction with the 

contracted fleet management company, ARl, including vehicle acc]uisition and maintenance 

guidelines 

.. Bridgestone/Firestone I1JstrllltiOIlJ - sets forth the procedures for purchasing tires from the preferred 

tire vendor 

+ Vehicle ReplacetJIeJ/t PO/il)' - intended to insure the vehicles that are operated are safe and reliable, 

while also attempting to optimize residual values, minimize maintenance costs, and minimize 

year-to-year fleet lease expense increases 

PA. WC also has two mechanics that are used to provide vehicle maintenance in the Pittsburgh District. 

These two mechanics at the Bethel Distribution Center (Bethel) perform preventive maintenance (PIV1) 

and minor repairs on the Distribution fleet of vehicles only. They do not provide service to any of the 
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automobiles that arc out of Bethel. All of the other automobiles and light trucks at Bethel arc serviced 

by external contractors. Pi\. \VC maintains a two-bay garage facility at Bethel. The reason given for 

retaining these two mechanics is that this is the way this service center has operated for years. It is the 

belief that it is better to perform the maintenance and repair work on an internal basis in this situation. 

That mindset stems from the specialized nature of the vehicles and rhe timeliness with which the work 

can be completed. 

One mechanic is on the day shift and primarily focuses on PM, minor repairs, and state inspections. 

The other mechanic works the evening shift. He performs PM and is also responsible for fueling the 

vehicles each evening. The PM functions include oil changes, brakes, tires, state inspections, and minor 

repairs. Heavy repairs, such as collision damage or transmission repair, are done externally. The 

information collected related to the maintenance work performed at Bethel is transmitted to ARI for 

inclusion in their database and maintenance-exception reports. 

The !\merican Water Southeast Region (SER) Fleet Manager is located in Hershey, Pi\.. He acts as the 

Fleet Manager for PA We. This position is a part-time role that has been the responsibility of the 

A \'{f\X!SC Southeast Region Manager of Operational ExcelIence since January 2006. Prior to 2006, a 

fvfanager of Fleet and Materials was responsible for these duties, but the position was eliminated when 

the designated employee was moved to another position. The current American Water SER Fleet 

Manager estimates that he spends about 50% of his time on f1eet-management-related activities. While 

he does have some fleet-related responsibilities for other Southeast Region operating companies, these 

duties are very minor and require little time to be devoted to them. Therefore, the SER Fleet Manager 

devotes the large majority of his fleet-related time to P:\ We. The American Water SER Fleet Manager 

receives transportation/ fleet management assistance from three individuals: a PA \VC network 

supervisor in the Pittsburgh District and the previously identified two full-time fleet management 

personnel within A \Xi,\xrSe. 

The assigned responsibilities of the American Water SER Fleet Manager include the follo\N1ng: 

~ Ordering replacement I!cbideJ./or PA IJ/'C - The i\merican Water SER Fleet Manager follows the 

American Water standard Vehicle Replacement Policy as the basis for making replacement 
decisions. Data from the vehicle statistics database, which is maintained by ARI, are used in 

this decision-making. The American Water SER Fleet Manager tries to replace 15% to 20% of 

the vehicle fle~t each year in accordance \'vith the American Water policy guidelines. He 

focuses on replacing vehicles that are older (generally five years and up) and that have 

historically had high maintenance costs. In addition to operating considerations, the 

replacement policy attempts to optimize residual values, minimize maintenance costs, and 

minimize actual year·· to-year fleet-lease expense increases. 

Exhibit Il"-21 presents the American Water Vehicle Replacement Criteria as contained in the 

American \\fater Fleet Program Governance document. It should be noted that these criteria 

are to be applied \vith the use of judgment, so replacement cycle times could be longer or 

shorter based on the condition and amount of usage of the individual vehicle. 
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Exhibit IV-21 
American Water Vehicle Replacement Criteria 

as of January 24, 2006 

Age 
Class Mileage Hours (Months) 

Passenger Car 60,000 48 
Sport Utility Vehicle 75,000 48 
Mini/ Compact Van 75,000 48 

Full Size Van 75,000 48 

Light Duty Truck (Pick Up) 75,000 60 
Light Duty Utility Truck 75,000 60 

Medium Duty Truck 84,000 96 
Heavy Duty Truck 96,000 96 
Light Duty Backhoe 2,500 60 
Medium Duty Backhoe 2,500 60 
Heavy Duty Backhoe 2,500 60 
Forklift 120 

Skid Steer Loader 60 
Trailers 120 
Excavator 96 

I nfurmation Re~pon~e 84 
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Miles (Hours) 
/Year 

15,000 
18,750 
18,750 
18,750 

15,000 
15,000 
10,500 
12,000 

500 
500 

500 
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Orders for new large vehicles (heavy trucks) are targeted to be entered into the ARI system by 

Marchi April of each year for delivery by year-end. That way, delivery of the vehicles and 
recognition of associated lease expenses in the proper budget year is ensured. Cars and light 

trucks are normally ordered primarily in July I }wgust to ensure delivery by year end. All of the 

vehicles in PA. WC are leased with the exception of some that were acguired in corporate 

aC(luisitions and are owned outright. The leasing is currently done exclusively through ARI with 
some older leases remaining from General Electric (GE) for the period previous to ARI taking 
over the fleet management responsibilities in 2003. j\t the end of the lease, the American \Vater 

SER Fleet Manager completes a Vehicle Termination Notice form. GE or ARI would normally 

handle the disposal of vehicles through an auction process, with the proceeds being returned to 
PA \VC (minus a transaction fee). A.n alternative means of disposal that is used on occasion is 

that PA. WC's truck-maintenance and up-tItting firm, the New Harrisburg Truck Body Company, 
can fill out a Customer Offer Sheet and place a bid on a specitic large truck. The j\merican 
Water SER Fleet Manager makes a decision after checking this offer against published Blue 

Book prices to see if it is reasonable and acceptable. 

- .. Authorizillg additiollal!lew vehide ClcquiJitiollJ - A request for an additional (as opposed to a 

replacement) vehicle is generated in the field and submitted to the PAWC Network Operations 

Manager for approval. This reguest and approval process is done primarily through the use of 

e-mail, rather than a formal document. After approval, the j\merican Water SER Fleet 

Manager receives an e-mail from the PAWC Network Operations Manager. The American 

Water SER Fleet Manager then works with the local supervisor who originated the reguest to 
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develop a specification for the requested vehicle according to the specific needs of the 

requestor. 

The A WWSC Fleet Manager is not involved in fleet-sizing decisions for the state-operating 

companies. Neither does he approve any increases that are made in the state-operating 

companies' £leet sizes. Such approval is strictly a locally made decision. The general rule of 

thumb is that employees who drive more than 14,000 business miles in a yeanvill be eligible to 

receive a vehicle. However, this policy is not strictly enforced and there is no validatjon of the 

actual annual mileage for employees. 

Fleet requirements at the American \V'ater state-operating companies are directly influenced by 

the number of employees and the work they perform. i\dditional employees, or a permanent 

staff reduction, can result in increases or decreases in the number of vehicles in the fleet. 

+ Budgeting - The A.merican Water SER Fleet Manager annually develops a five-year plan for the 

fleet management function, 'With a significant level of detail provided for the first year only. 

There are four major components of the fleet budget, those being: 

Vehicle leasing expense 

Fuel costs, which are extrapolated from historical usage and a conservative prediction of 

future fuel prices 

Maintenance and licensing costs, which are estimated through the use of historical data that 

is extrapolated based primarily on the size of the fleet 

Capitalization of a portion of fleet expenses, which results in a credit to O&M expenses 

., Aaident repolting - A.RI sends the American Water SER Fleet Manager an accident report and he 

is responsible for making sure that the proper people are informed of the incident. i\.RI 

handles insurance claims as well as the associated investigations. American Water has a very 

high deductible 'With its insurance carrier. If an accident is the fault of P.A. WC, the funds to pay 

for repair of a PA WC vehicle come out of the fleet maintenance budget. If the damage is to 

another vehicle, the claim is paid out of liability insurance. The Pi\. WC llisk Management 
Group in Hershey handles driver training and safety. 

• Re/)iew ,!/molltlJly ARl bills -- The American Water SER Fleet Manager reviews the monthly bills 

from ARI to identify any errors that may be included. It is, however, the final responsibility of 

the A \X:'\X'SC Fleet Manager to approve the invoices for payment. The American Water SER 

Fleet 'Manager is also responsible for monitoring those GE-leased vehicles that are being 

removed from the fleet to ensure that they are disposed of in a timely manner. Performance of 

this duty ensures that j\RI is informed of such vehicles' status and stops billing the monthly 

service charge to PA We. As of the end of 2007, the PA WC fleet no longer had any GE-Ieased 

cars and had only about SO to 60 GE-leased large trucks that are on eight-year leases. 
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There is an existing American Water Fleet Policy Team, which is composed of the A WWSC Fleet 

Manager and other relevant A \V\VSC employees. This group is essentially an ad hoc team whose 

purpose is to make sure the fleet management policies applied at each of the American Water operating 

companies are consistent across all of the companies. This effort has been in progress since late 2006. 

There is no established tirneframe for completion of the work. 

The Fleet Policy Team consists of the following individuals: 

• Director of I-Iuman Resources Systems and Processes 

.. A member of the Taxation group 

+ A \V'\VSC Fleet Manager 

~ A member of the Payroll group 

• Manager, Employee Services 
+ Manager, Internal Audit 

w Manager, Internal i\udit 

• Director, Employee & Labor Relations 
<> Director, Business Performance 

* Director, Network 

* l\fanager, Business Performance 

.. Superintendent, Operations 

Documentation produced as of September 2007 includes: 

~ Draft Revised Vehicle Utilization and iYuleage Reimbursement Pobcy 

~ Draft Vehicle Utilization Practice 

~ Draft Company Vehicle J\ssignment Application 

~ Draft revised vehicle-mileage log and transportation personal-use form 

The American \Vater Fleet Management Program Governance document was updated in August 2007 

by the A W\VSC: Fleet Manager and the various regional fleet managers. As of December 2007, there 

was an ongoing project that targeted updating of the Vehicle U tilizarion Policy. The focus of this 

project is on improving the reporting of the personal use of company vehicles. To better track this 

information, i\RI is developing a database of information based on the 525 form, which is used for 

reporting personal use of vehicles by employees. The overall intention is to strengthen tbe existing 

policy. 

Fleet Operating Performance Statistics and Trends 

Exhibit IV-22 contains standard Heet operaring performance statistics for PA WC for the period of 2005 

through 2007. 
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Exhibit IV-22 
PAWC Annual Fleet Operating Performance Statistics 

2005 to 2007 

Employees per Vehicle 
Average PM Costs per Vehicle 
Average Repair Costs per Vehicle 
Average Total Operating Costs per Vehicle 
Average Total Fuel Costs per Vehicle 

2005 

1.4 

$75 
$1,198 
$8,422 
$2,548 

2006 

1.4 

$100 
$1,026 

$8,829 
$2,723 

Soorc,,: Information Re<ponse 814 
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2007 

1.4 

$105 
$1,097 
$8,911 
$2,977 

ART replaced GE Fleet Services as PAWC's fleet management company in mid-2003. Therefore, 

detailed data and/ or reports from GE Fleet Services are nor available to enable PA WC to develop fleet 

performance statistics for rhe years prior to 2005. Review and trend analysis of the data contained in 

Exhibit IV-22 shows some line items that increase and some that decrease. Overall the trends appear to 

be reasonable when considered in light of inflationary times and the rising fuels costs of the reference 

period. 

ARI 

ARI handles the majority of the fleet management responsibilities for American Water and PA \,(fC 

ART has been the American Water-contracted fleet management finn since 2003. GE was the previous 

provider of fleet management services for PA WC, but ARJ became American \,Vater's company-wide 

fleet management contractor. 

This vehicle leasing/fleet management contract was last bid in 2003. After a formal evaluation of the 

four bids that were received, ARI was selected as the preferred provider. The vehicle leasing/ fleet 

management contract is scheduled to be rebid in 2008. It was stated that pricing \vill not be a major 

consideration; rather, performance will be the primary differentiating factor. ARI is responsible for 

establishing the cont.racts with services providers. All vehicles are leased from ARI, which acquires 

them based on t.he nat.ional purchase contracts with manufactures that arc set up by the A \X'"\'(iSC 

Supply Chain group. 

ARI is headquartered in Mount Laurel, NJ, which is near to Voorhees, NJ, the headquarters of 

American Water. ARJ maintains a call center in Mount Laurel that is staffed by experienced mechanics. 

When a vehicle is taken to an ART-approved repair shop, in accordance with the American Water Fleet 

Management Policy, the repair shop must call ARI for approval to make the repair. ART can approve 

repairs that are less than $1,000. If the repair is estimated to be between $1,000 and $5,000, ART will 

call the American Water SER Fleet Manager for his approvaL Such approval is based on the current 

status (age) of the vehicle and its repair history. The A.merican \'{fater SER Fleet Manager receives 

advice on these decisions from the call center mechanics at ARI. For repairs that are estimated as being 

over $5,000, i\RI will call the A \V\XfSC Fleet Manager for approvaL 
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In accordance with the Lease, Purchase/Disposal, and Fleet Management Services Agreemenr between 

ARI and;\ \\/\V'SC, ARI is paid a monthly fee that is calculated based on each service performed on a 

per-vehicle basis. Per the contract, the fleet management/service program fees that are to be charged by 

l\RI to any American Water state-operating company that is using its services include the following: 

t lvlaintenance Management Program ree: $4.25 per vehicle per month for passenger cars and trucks 

up to and including 15,000 pounds gross vehicle weight (GV\'V') v.-ithout exterior up-fitting; or 

$8.25 per vehicle per month for tnIcks over 15,000 pounds GV\X' and other eguipment 

* Licen.ring Management Program .Fee: $2.75 per vehicle per month 

• Title Maintenance Program Fee: $0.50 per vehicle per month 

• 24-Hour Roadside As.ristance Program Fee: $20.00 per occurrence 

~ Flee! ItJJlIrance Alallagement Pro<~ram - Acciden t Reporting/ Claims j\nalysis/ Appraisals and Repairs 

Fee: $1.15 per vehicle per month; Subrogation Recovery Program Fee: 20% of recovery 

The above listed fees are in addition to the actual costs incurred in the provision of the various 

programs. For example, vehicle-maintenance service charges would be passed on by ARI to Pi\ \V'C 

based on the actual invoice from the automotive-repair service performing the work. 

Fleet Composition and Annual Expenditures 

Exhibit IV2} which follows presenrs vehicle size by class for EOY 2003 through 2007. This data was 

provided by ARI and represents a "snapshot" of the vehicles having an active status at year-end. 

Automobiles 
Pickup Trucks 
Sport Utility Vehicles 
Dump Trucks 
Maint./Utility Trucks 
Passenger Vans 
Work Vans 

Total 

Source: Informotlon Hc,pon,c 808 

Exhibit IV -23 
PAWC EOYVehicic Fleet Composition 

and Trends by Vehicle Class 
2003 to 2007 

2003 2004 2005 2006 2007 

71 61 61 59 68 
240 198 221 253 294 

20 20 37 39 31 
45 46 55 49 46 
148 145 157 147 146 

9 9 8 , 
178 140 142 139 130 

711 619 681 693 722 

Percentage Change 
from 2003 to 2007 

-4.2% 
22.5':';0 
55.0% 
2.2~/o 

-1.4% 

-22.2% 
-27.0% 

1.5% 

PA WC stated that it believes the total number of vehicles, in all years except 2004, is overstated due to 

an accounting lag in getting vehicles that have been physically retired and removed from ARI's database 
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after replacement vehicles have been delivered. Part of the reason given for this is that replacement 

vehicles are ordered with a delivery target of November/December. Therefore, if ARI is not notified in 

a timely manner that a replacement vehicle has arrived, or if the replacement vehicle is delivered close to 

year-end, both the replacement vehicle and the old vehicle could theoretically by listed as active in the 

ARI database. 

In support of this contention of a lower vehicle count, PA WC provided the data included in 

Exhibit IV-24. This data presents the number of vehicles for which it claimed, or anticipated to claim, 

leased vehicle expense in rate filings for the years 2003 through 2007. 

Exhibit IV-24 
PAWC Revised EOY Vehicle Count 

2003 to 2007 

Percentage Change 

Historic/Future Test Year 2003 2004 2005 2006 2007 from 2003 - 2007 

Total Vehicles 673 610 612 647 665 -1.2% 

Source: Infonnation Response 808 

PA we explains that the reduction in total vehicles from 2003 to 2004 and 2005 is reflective of the 

staffing reductions that occurred as a result of the Thames Water reorganization initiative, as well as the 

transfer of PA. WC employees to the Southeast Region Service Company. The increase in total vehicles 

from 2005 to 2006 and 2007 reHects staff additions, as well as the transfer of employees from the 

Southeast Region Se1vice Company back to PA WC as American Water returned to state-focused 

operating companies. 

Exhibit IV-25 presents data on the ;lverage number of miles driven per month per vehicle by class of 

vehicle. The data used in the calculation represent actual data for the life of each respective vehicle. 

Source: lnfonnation Response 87 

Schumaker & Company 

Exhibit IV -25 
PAWC Fleet Utilization Statistics 

as of August 31, 2007 

Average 

Vehicle Class Miles/Month 

Cars 938 
Pickup trucks 1,086 
Vans 988 
SUYs 1,123 
Utility trucks 717 
Dump trucks 750 
Other, special 442 
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Exhibit IV-26 presents an analysis of the annual expenses incurred by PA WC for Heet operations and 

maintenance versus the amount that was budgeted for each year. 

Exhibit IV-26 
Operations and Maintenance Budget Versus Actuals 

2002 to 2007 

2002 2003 2004 2005 

Capitalized ($1,227,390) ($1,229,681) ($1,418,075) ($1,106,780) 
Lease Expense 4,952,250 $3,796,208 $4,179,386 $3,473,628 
Fuel Expense 981,417 $1,163,704 $1,490,660 $1,768,100 
Maintenance and Registration 1,108,418 $1,430,786 $1,231,181 $1,019,214 

Actual expendilllres $5,814,695 $5,161,017 $5,483,152 $5,154,162 
Budgeted expenditures 4,469,837 5,261,529 5,235,820 4,628,049 
Variance 1,344,858 (100,512) 247,332 526,113 

Source: Information RC$pon$e$ 85 and 81 I 

2006 2007 

($1,382,431) ($1,718,252) 
$4,071,094 $4,276,078 
$2,028,099 $2,310,586 

$995,844 $1,057,156 

$5,712,606 $5,925,568 
4,586,079 6,044,968 

1,126,527 (119,400) 

During this period of time (2002 to 2007), P.A WC made no capital expenditures related to the 

transportation/Heet function. 

In response to an information request for an explanation of the reason that the budget numbers were 

significantly exceeded in 2002, 2004, 2005, and 2006, P i\ WC provided the following expIa~a tions: 

~ Capitalized transportatjon credits have a direct relationship to capitalized payroll. More or less 

than the budgeted capitalized payroll produces more or less than budgeted capitalized 

transportation credits. 

• The vehicle lease cost component is int1uenced by the sale of vehicles that are coming off of 

lease, which are credited back to the vehicle lease expense account. If sales are delayed or 

otherwise do not occur as planned, credits are not recognized as were budgeted. Also, delays in 

the arrival of replacement vehicles are the direct cause of delays in disposing of old vehicles. 

~ Unstable and rapidly i.ncreasing fuel costs also contributed significantly to overages in the 2004 

to 2006 time frame. While the actual total transportation expenses for 2007 were under budget, 

fuel costs were again significantly above the budgeted figure. 

j\RI fees are included in the contract on a monthly per-vehicle basis (i.e., a set amount for handling 

maintenance for that vehicle for the month). The j\merican Water SER Fleet Manager gets a monthly 

bill from ARI that is detailed on a per-vehicle basis. The SER Fleet Manager reviews and approves 

these bills on a monthly basis, but they are paid by American Water in Voorhees. The charges that are 

paid by j\ \'{i\VSC on behalf of PA WC are subsequently charged back to p/\ WC 

Exhibit IV-21 presents data on the amount of the annual billings from ARI to Pl\ WC for its services 

for the period 2003 through 2007. 
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Exhibit IV -27 
ARI Annual Billings to PAWC 

200310 2007 

2003 2004 2005 2006 

Lease Expense $95,/24 $1,036,152 $2,082,177 $3,454,779 
Miscellaneous Expense* 545,753 2,640,581 2,879,208 2,932,938 

Total $641,477 $3,676,733 $4,961,385 $6,387,717 

* The Miscellaneous Expcn::-c caregor}' is compw;etI of expcm,c~ rdated to tnainte::nancc, fuel, and liceo:>ing. 

Source: In formation Response' 363 and 813 
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2007 

$4,439,703 
3,224,110 

$7,663,813 

ARI did not become PA WC's leasing company until mid-2003, replacing GE Fleet Services. As such, 

the total annual leasing expense to P 1\ we is a combination of the leasing expenses from GE and ART. 

This data is presented in Exhibit IV-28 which follows. 

GE Lease Costs 
ARI Lease Costs 

2003 

$4,677,151 
95,724 

Exhibit IV -28 
Total Vehicle Leasing Expense 

2003 to 2007 

2004 2005 2006 

$3,211,687 $2,283,635 $1,458,202 
1,036,152 2,082,177 3,454,779 

2007 

$763,899 
4,439,703 

Total $4,772,875 $4,247,839 $4,365,812 $4,912,981 $5,203,602 

Source: Infoonation Response 814 

Total % Increase 
from 2003 - 2007 

9.0% 

It should be noted that the above data represents only leasing expenses and does not include any credits 

accmed from the sale of used vehicles. 

Major Processes and Systems 

Vehicle Acquisition 

The standardized vehicle replacement schedule, as contained in the j\merican \'iater Fleet Program 

Governance guidelines, drives the vehicle-ordering process. The American Water SER Fleet Manager 

electronically creates and transmits in the ARI system the recommended vehicle order to the PA WC 

Network Operations Manager for approval. The actual vehicle ordering is done through ARI's online 

computer system for all vehicles other than large trucks_ The P A WC Network Operations Manager's 

electronic approval in the j\RJ system triggers the resulting purchase order for i\,RJ to acquire the 
vehicle. 
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The American Water SER Fleet Manager can access an ordered-vehicle status report, which presents the 

delivery-schedule status for each vehicle that is on order. This scheduling information is incorporated 

into any decisions as to whether to make major repairs on an existing vehicle. There is an expeditor at 

ARl who monitors the status of vehicles that are on order for American \V'ater. The expeditor also 

monitors the schedule related to completing the new vehicle up-fitting process. 

The ordered vehicles are delivered by the manufacturer through a local dealer. This dealer performs the 

dealer preparation work on each vehicle. The up-fitting (addition of necessary truck-mounted 

equipment and storage facilities) of large trucks is done by the New Harrisburg Truck Body Company, 

under a national contract ,-vith Knapheide. Knapheide also up-fits pickup trucks and vans. 

There are negotiated standard prices for all vehicles with the respective manufacturers. Contracts are 

established \'vith the manufacturers for a contract period of one to two years by the A \'(,'WSC Supply 

Chain group. As of November 2007, j\merican \X"ater worked \vith three vehicle manufacturers, those 

being: 

• International for utility trucks and dump trucks 

~ Daimler Chrysler for light trucks and cars 

¢t Toyota for pickup trucks 

In September 2007, the A \Xf\X'SC: Fleet Manager developed and sent out a request for pricing for light 

trucks and automobiles to the various manufacturers that are capable of providing such vehicles. The 

request for quote (RFQ) was sent to the Big 3 U.S. automobile manufacturers (Ford, General Motors, 

and Chrysler) as well as Toyota. The selection decision will be made in conjunction with the local fleet 

managers, with a decision schedule slated by the end of the 2007 calendar year. The evaluation and 

analysis of the bids will be done by the A W,X"SC Fleet rvIanager, in conjunction with members of the 

A \v\VSC Supply Chain group. The standardized bid-evaluation criteria and procedures of the Supply 

Chain group serve as the basis of this evaluation. 

A.RI works \'vith American Water representatives at the annual Vehicle Specification Review meeting. 

The purpose of the meeting is to analyze vehicle specifications with the intention of standardizing the 
ii.merican \Xfater-approved vehicle list.ing to the greatest extent possible. If a request is made for a 

vehicle that is different from the standard specification vehicle, the requestor must validate the special 

request with a business case. 

Vehicle Maintenance and Repair 

i\.RI provides a maintenance packet that is placed in the glove compartment of each new light truck or 

automobile. This package includes the PM schedule and maintenance coupons that are to be submitted 

to the maintenance service provider. That information is then sent to ARI for entry into their vehicle­

maintenance database. J\fter the maintenance service is completed, the service provider must furnish 

information on the service that was performed on the invoice. This invoice can be transmitted to AR1 

either in paper format, online, or, in the case of national accounts (such as those with Goodyear.and 
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Firestone), bundled in a bulk monthly billing. Oil changes and general maintenance are to be performed 

every 5,000 miles. 

i\RI provides a Maintenance Exception Report once a month that comes to the American Water SER 

Fleet Manager. This report lists the maintenance work that should have been performed during the 

month but was not completed. The "i\merican Water SER Fleet Manager then sends out copies of this 

report to the various responsible supervisors to inform them of the situation and for enforcement of the 

maintenance-policy guidelines with their assigned employees. Most of the exceptions are related to oil 

changes that were missed. This list normally contains about 60 vehicles (about 10% of the f1eet) in a 

typical month. Large vehicles do not have maintenance packets that are issued to them. Therefore, it is 

up to the supervisors to ensure that the required maintenance and repairs are performed in accordance 

with the American Water Fleet Maintenance policy. 

ART approves the vendors that are to be used for repair and maintenance work and maintains a list 

thereof. If a regional group has dealt with a local vendor and has had a good experience with that 

vendor, they can request that this vendor be added to the approved list. It generally takes ARI only 

about a day to certity a new vendor. l\Rl-certified vendors give a discount on the maintenance and 

repairs they perform for American Water companies. Because using the services of ARI-approved 

vendors is not compulsory, the i\ \X!\'V'SC Fleet Manager .. estimates that there is currently approximately 

85% compliance with using ARI-approved vendors for service and repairs performance. Replacement 

tires are acquired from Firestone/Bridgestone based on a national contract. 

State inspections are the responsibility of the assigned vehicle driver. 1 here are no standard.ized reports 

or data collected on the status of state inspections. ARI handles all of the vehicle-licensing and renewal 

processes. 

In the case of vehicle repairs, the service provider must caU .ARI to get the repair approved prior to 

providing any repair service. When the invoice is submitted to ART for payment, the repair information 

provided on the invoice is compared to the repair'S original authorization before payment is approved. 

In the case of service being provided by a vendor that has not been previously certified by ARI, the 

potential vendor must call.i\RI. /I.RI will then set up the vendor in its system and provide that vendor 

with ARI-certified status. 

In those situations where ART representatives have a question they cannot answer (such as whether to 

up-fit a truck with non-standardized equipment), ARI will call the American Water SER Fleet Manager 

for an answer or an approval. This protocol also applies to fleet management policy-enforcement 
issues, for which ARI does not have responsibility. 

Fuel Supply 

ARl employs a fuel card system for purchasing fuel and monitoring transactions associated with such 

purchasing. The fuel cards that are used are from the Wright Express Company and are referred to as 
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\VEX cards. \VEX cards are used for fuel purchases by most fleet vehicles. These cards are used just 

like a credit card and are accepted at approximately 80% of service stations nationwide. Each vehicle is 

assigned an individual card, and at the time of the purchase, the driver must enter the mileage on the 

vehicle and the driver's PIN to validate the transaction as authorized. 

The WEX cards are used at private gas stations and the data is recorded by the ARI database. fis of the 

end of 2007, American \'(/ater was not realizing a discount on fuel from the private gas suppliers. A new 

strategy of using fewer vendors to achieve discounts on fuel was reviewed at one time, bur it would 

require the use of a very limited number of vendors, a requiremen t which would be very inconvenient 

considering the widespread locations of the American Water operations nationwide. Currently, fuel and 

maintenance expenses are tracked on an area-by-area weekly basis. 

Only the Pittsburgh and Hershey Districts maintain a bulk-fuel supply for their vehicles. FA WC 

operations personnel are responsible for the acquisition of bulk fuel, but this policy is currently being 

reviewed by the A \'\'\\iSC Supply Chain group. Data concerning the vehicle and driver must be entered 

at the pj\ WC pumps in order to get fueL This data is used to track the amount of fuel that is pumped 

for each transaction and for each of the two facilities in total. Such data is maintained in separate 

databases that are run at each of the two facilities. 

The American \'Vater SER Fleet Manager receives two other monthly exception reports from l\RI, those 

being: 

• A listing of vehicles that were fueled with more than 40 gallons of fuel in one day (usually due 

to large trucks with dual tanks) 

<t Vehicles that had more than one fueling transaction in one day 

The Regional Fleet Manager transmits this information to the appropriate managers or supervisors so 

that they can investigate and take corrective action, as required. 

ARI Processes 

ARI is responsible for the provision of the following services for PA we 

+ Vehicle registration and registration renewal program 

+ Fuel card program - from which fuel usage data can be collected 

~ A.ccident management - the vehicle operator calls in to ARI to report the accident and ARI 

then records the information, oversees the repairs, and files a claim against the third parties, if 

applicable 

~ Vehicle-title management program - ARI maintains possession of the titles for all American 

Water vehicles that were leased from ARI 

4' Vehicle acquisition and leasing 
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ARI maintains an 800 number that is used to check on the status of new vehicles, to register vehicles, or 

for fleet maintenance. 

ARI also provides an accident management function to American \Vater companies. For accidents that 

are determined to be the fault of the PA WC driver, ARI manages the repair process but does not get 

involved urith the third parry. This third-party contact would be handled by the Pi\. WC Risk 

Management group through the Company's insurance carrier. ARI uses Collision Experts, Inc. (CEI) 

whose representatives investigate the accident, if required, and oversee the repair of the Pi\. WC vehicle 

using CEl-certified body shops. 

Subrogation is the filing and collection on claims against third parties as a result of accidents that are 

caused by the action of the third party. ARI takes the responsibility for investigating these accidents and 

for submitting, negotiating, and collecting on the claim. For its services, ARI is paid 20% of the amount 

that is collected as a result of the claim. 

Exhibit JV-29 presents data on the amounts recovered as a result of subrogation by ARI for the period 

2003 through 2007. 

Exhibit IV-29 
Accident Dollars Recovered Due to 

Subrogation by ARI 
2003 to 2007 

2003 2004 2005 2006 2007 
Accident Amount Recovered $6,724 $14,282 $3,876 $8,478 $39,805 

SOurce: Infonna.ti()~l Response 8"l5 

To perform the vehicle disposal function, ARI normally uses an auction house although it may be 

occasionally carried out through eBay. ARI charges $100 per vehicle for this disposal service. 

ARI Systems 

The internal i\RI fleet-management information application is named Fleet Track. Fleer Track is a 

workflow management application that is used for tracking questions and requests. Additionally, ARl's 

Insights program is used for tracking vehicle data and maintenance records. Insights is a homegrown 

package that was developed internally at A.i.U based on the application that was previously used. It was 

implemented on January 1,2007. ARI posts monthly performance data reports to its website. These 
monthly reports include the following: 

• Current vehicle inventory 

+ Fuel analysis 

+ Insurance claims analysis 

t Maintenance analysis 
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These reports are posted to the ARI website between the tlfth and the tenth of the month for the 

previous calendar month. Tracked data are also made available in a real-time mode through ad hoc 

reporting. 1 t is the assigned responsibility of the American Water SER Fleet Manager to review these. 

reports on a regular basis. Additionally, all vehicle-related documents are maintained in the system and 

available online. Such documents include vehicle invoices, vehicle registration, licensing, title, and order 

specific a tions. 

There are also two "push reports" that are transmitted to the American \'\fater SER Fleet Manager on a 

monthly basis, those being: 

~ 1~ preventive-maintenance exception report that lists vehicles that are past due for their 

standard preventive maintenance (i.e., over 5,000 miles or six months) 

• A fuel exception report that presents cases where a vehicle was refueled three times of more in 

a 24-hour period or where more than $150 in fuel was purchased in this same period 

The ARI fleet management reports are quite detailed in nature. ARI has an internal programmer who 

makes any required changes to the reports. The A \XO'\X!SC Fleet IvIanager stated that ARI has been very 

responsive to requests for report moditlcarions. 

j\Rl maintains an online vehicle database for Pl\ We. All of the information that is transmitted from 

the maintenance and repair shops is entered into this database. 

Internal Audit of the Fleet Management Function 

An internal audit of the fleet management function was completed in November 2005 by the A \x!WSC 

j\udit Services group. As stated in the audit report, the purpose of the audit was: "\'\fe reviewed and 

evaluated the adequacy, effectiveness, and efficiency of internal controls and compliance with corporate 

and regional policies relating to billing, payroll, and fleet vehicle management." The audit scope for the 

fleet vehicles' portion of the internal audit was limited to the Wilkes-Barre/Scranton District. The final 

audit report included negative findings in relation to the following topics: 

* Improper reporting of taxable benefits relating to employer-provided vehicles - The resulting 

recommendation stated that there needs to be a reassessment of the pj\ \VC policy relating to 

the use of employer-provided vehicles that are used for personal purposes in order to be in 

compliance with IRS regulations. 
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., Records relating ro the business use of vehicles - The recommendation for implementing 

vehicle logs that detail the date, miles driven, destination, and purpose of the travel was satisfied 

in early 2006. 

9 Non-compliance with Corporate Vehicle l'tilizarion Policy - As intended by the Vehicle 

Utilization Policy, pool vehicles should be provided to employees only during normal business 

hours and are to be taken home only when the employee is scheduled to be on call. The 

investigation found that this policy was being violated in the Wilkes-Barre/Scranton District. 

.. Lack of development and approval of a comprehensive fleet-vehicle policy - The 

recommendation was that a Corporate Fleet Program Governance Policy be developed. This 

comment has b~en addressed since the time of the audit. 

4 J\ physical inventory of vehicles leased from ARI had not been performed since 2003. In 

response to this finding PA we used a temporary employee to collect this vehicle inventory 

information in late 200S/ early 2006. 

Findings & Conclusions 

Finding IV-13 The current American Water employee vehicle assignment policy does not 

include ,1 provision for an annual review of the requirements of employees 

for vehides nnd, therefore, it does not address changes in employee job 

titles and positions. 

Over the course of time, it can be expected that PA \,:(!C employees wiil change positions and therefore their 

job responsibilities 'Will change. In some cases, it can be expected that employees who were properly 

assigned a vehicle based on their driving requirements will transition to a new job that does not have the 

same driving requirements. As a result, they 'Will no longer require the assignment of a vehicle. Under the 

current procedures, this change in job starus and requirements could easily be missed due to the lack of a 

formal annual-review process. Ir could be reasonably expected that if such a review process were 

established, situations would be identified where vehicles could justifiably be taken back from employees 

This tendency might present the opportunity to reduce the size of the fleet or to avoid having to procure a 

new, additional vehicle for an employee who rightfully requires one. 

Finding IV-14 A regularly scheduled physical inventory of vehicles leased from ARI is 

not performed, 

This deficiency was one that was pointed out in the internal audit that was conducted in November 

200S but regular physical inventories of vehicles arc still not being performed .• P" physical inventory of 

the entire Heet, as provided by ARI, should be undertaken on a regularly scheduled basis to ensure that 

the vehicles on the Heet-inventory listing are still in the possession of PA we and that the information 

that has been recorded in relation to these vehicles is correct. 
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There is an exception report for multiple fud transactions in one day but 

not for l~ppatently excessive fud usage over a period of time (Le., weekly 

or monthly). 

Daily data on fuel transactions is currently being collected by ARI, but the resulting reports are 

produced only on a daily basis. This results in a lot of data to be inspected and may not easily identify 

systemic problems urith fuel usage. Because the data is already being collected and is available, a 

computer program should be developed that would aggregate this data and report it on a weekly or 

monthly basis. Such resulting reports would be much easier to review and would clearly call out 

systemic problems, rather than just one-day or very short-term aberrations. 

Finding IV ~16 Neither the ARI contraet nor the resultant invoices have been audited by 
the AW\,\;'SC Interna! Auditing group. 

The amount of money that is being paid to ARI for Heet management services is velY significant. 
Therefore, an internal audit of the contract, the resulting transactions, and the monthly invoices would 

be a good precautionary action. It is also possible that such an audit would be able to identify ways to 

expedite or improve the current processes. 

Finding IV-17 Continued use of the rwo PA WC mechanics ill the Pittsburgh District goes 
against the recommended policies of American Water and may not be 
cQsH:tiet:tive. 

i\merican \'V'ater began using j\RI for all of its state-operating companies to achieve economies of scale in 

relation to the neet management function. The intention of this initiative was to achieve cost savings. 

Failure to follow this policy based primarily on past precedent may not be resulting in PA. WC attaining the 

maximum savings it could if AJU and its approved service providers were being used consistently. The 

economic costs and benefits of using in-house mechanics have not been reviewed or evaluated by pj\. \'V'c. 

Hnding lV-iS The improper reporting of taxable benefits rebting to empioyer~ptovjded 
vehicles that was identified in the internal audit conducted in Novemher 

2005 has yet to he addressed in a slttisf;\ctory manner. 

The internal audit recommendation stated that there needs to be a reassessment of the P.A WC policy 

relating to the use of employer-provided vehicles for personal purposes in order to be in compliance with 

IRS regulations. Such a full evaluation has yet to be performed, so problems with this reporting could 
potentially still exist. 
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Finding IV -19 There are no standardized reports or data collected on the status of state 

inspections for vehides in the PAWC fleet. 

State inspections are currently the responsibility of the assigned vehicle driver. This policy could result 

in problems if the driver is not vigilant and attentive. While the vehicle operators may be very well 

intentioned, it is always possible to miss a required date. This could potentially result in a problem for 

PA we from a liability perspective if an uninspected vehicle were to be involved in an accident. 

Additionally fallure to have the vehicle inspected per the established state inspection schedule could 

conceivably create safety issues for both PA we employees and the general public. 

Recommendations 

Recommendation IV-12 Initiate a formal procedure requiring an annual review of tbe 
requirements for each employee to have an assigned vehicle based 
Oil his or her current job assignment. (Refer to Finding IV-2.) 

Performing such an annual review should be a relatively uncomplicated process that could be done in 

conjunction ,vith the operating staff and the Human Resources Department. The current rule is that 

vehicles are assigned to those employees who regularly drive more than 14,000 miles a year (excluding 

any personal mileage). Strict monitoring and enforcement of this rule could result in significant cost 

savings to PA we based on a potential reduction in the size of the fleet required. In future years, once 
the initial review has been completed, the review would need to focus only on those employees whose 

job title, position, or responsibilities have changed during the preceding year to determine if their 

vehicular requirements have been impacted. 

Recommendation IV-13 Develop a forma! procedure thilt details <l requirement for the 

performance of u regularly scheduled annual physical inventory of 
the vehicles that are leased from ARL (Refer to Finding iV-14.) 

It is good operating practice to regularly inspect the vehicles in a fleet to ensure that they are all 

accounted for and that all of the information included on each one is accurate. Development of a ne,v 

formalized physical inventory procedure wiJJ provide guidance to this practice. It will also ensure that 

the inventory is performed on a regularly scheduled basis and in a structured and consistent manner. 
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Develop an exception report that would dearly identify excessive 
fuel usage by specific vc.hides Of employees on a ,,;eekly or 

monthly basis. (Refet to Finding rV-i5.) 

751 

Such a computer program would simply aggregate the daily data that is already available and report it on 

a weekly or monthly basis, which is a much more useful format. This type of reporting would allow for 

a more expeditious and easily performed review of the data to identify any systemic problems that are 

occurrIng. 

Recommendation IV-IS Perform an internal audit of the ARI contract and the resultant 

invoices using the A'Xt'WSC Internal Auditing group. (Refer to 

Finding IV-16.) 

Considering the size of the payments that are made to ARI and the transactional volume of the services 

it provides, performance of such an audit is very important. It could potentially result in cost savings 

and/ or improvements in operational and transactional efficiency. 

Recommendation IV-16 Perform a cost/benefit analysis to determine whether the 

continued use ohhe two PAW'C mechanics in the Pittshurgh 

Disrrict is cost effective. (Refer to Finding IV-n.) 

The basic reason for using the services of ART is to allow the state-operating companies ofi\merican 

\Vater to be able to gain economic benefits through the economies of scale that are achieved. Therefore 

it does not seem justifiable for one district to perform these tasks on an internal basis, even if limited in 

scope. However, there may be extenuating circumstances due to the specific circumstances and the area 

demographics that would make continuing the practice justifiable. /\ formalized cost/benefit analysis 

that considers all relevant factors would provide the basis for a proper determination of a future course 

of action. 

Recommendation IV-17 Perform a reassessment of the PA we policy relating to the use of 

employer-provided vehides [hut are used for personal purposes in 

order to be in compliance with IRS reguhttions. (Refer to 
Finding IV-IS.) 

Performance of such an evaluation is important to determine with surety whether the current policy is 

compliant with IRS regulations. If problems are found with the current P1\ WC policy, the policy should 

be modified and a retrospective financial assessment should be performed to determine the extent of 

the errors in reporting that were created in the past. 
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Develop a computerized tracking system that is c<'pabie of 
monitoring the completion of the ammal state-vehicle inspections 
for the individual vchides in compliance with the established 
schedule. (Refer to Finding IV-19,) 

It is important that the state inspections be performed in accordance with the prescribed schedules. 

With all of the other data that is being collected relative to vehicle operations and maintenance (O&l'vf) 

and compliance \\,..ith PM schedules, it should be relatively easy to add tracking of state-inspection 

completion to the data being monitored Tracking of this data would allow for monitoring of the state 

inspections status from one centralized point of review. Problem situations could be guick.ly identified 

and accordant corrective action taken. 
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This chapter provides a discussion of facilities and property management services provided by either 

American Water Works Service Company (A \,('\V'SC) or Pennsylvania-American Water Company 

(PA WC) in relation to the facilities and properties that are owned or used by PA We. 

Background & Perspective 

Organization & Staffing 

153 

Since RWE Thames Water Uti.lities left American Water in 2006, there has been no formal corporate 

group for the facilities and properties management function. The group that was established by RWE 

'T'hames Water Uti.lities was primarily intended for the divestment of excess properties and facilities. As 

such, there .is currently no formal organization or staffing that is focused on the facilities and properties 

management function at either PA \'VC or American \'Vater. 

Various individuals are assigned the part-time responsibility for managing and budgeting the operations 

and main tenance (O&lVf) and capi tal expenses programs for the various P A WC operating and office 

facilities. These designated individuals arc usually managers or supervisors who work out of the facility 

for which they are responsible. For example, the Bethel Distribution Center, which is located in the 

Pittsburgh District, is the responsibility of the Supervisor of Network Operations who is based there. 

Facilities and properties-related work is done on a part-time basis in addition to regularly-assigned 

responsibilities. Each designated employee is responsible for his or her assigned site only. The Regional 

Supply Chain Manager, who is located in Hershey, is responsible for the bidding process for the 

acquisition and contracting of facility and property O&M services. The designated responsible local 

employee who is assigned the duty of overseeing the normal O&M function has direct input into the 
vendor-selection process for contractors. 

The O&M budgeting process for each district is the final responsibility of the District Operations 

Manager. Standard maintenance work is included under the maintenance budget for each specific 
facility. 

Facility and land acquisition at American Water is done as part of the capital-budgeting effort and 

occurs via one of two distinct procedures. Generally, facilities and land acquired through the acquisition 

of other water and wastewater systems (one of the six types of projects that must go through the. 

commercial development process, including fixed asset investments, material contracts) financial 

investments, land/property, joint ventures/al.liances, and American \V'ater consultancy projects) are 

approved by a regional Commercial Development Committee (CDC). The regional CDC is composed 
of the following members: 
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~ Business Unit (BU)/ A WE President (Chair) 
~ Vice President (VI') Finance 

~ Legal Counsel 

'* VP Service Delivery/Operations 

~ State President 
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The CDC evaluates and approves or disapproves all non-routine transactions that the operating 

company may potentially enter into for the purpose of generatjng revenue, including water and 

wastewater utility acquisitions. Key operational, economic, and financial information, as well as risk 

analysis, is evaluated by the CDC during review of the proposed transaction. 

The American Water Commercial Development Committee (1\ WCDC) is required to approve any real 

estate sales or purchases having a value in excess of $500,000. The A WCDC is composed of the 

following members: 

~ Chief Operating Officer (Chair) 

~ Chief Financial Officer 

t VP Planning & Reporting 

t j\ssociate Corporate Counsel 

+ VP of Operations Services 

~ Senior VP (S\/P) Sales & Business Development 

Facility and land acquisition outside of utility acquisitions are reviewed and approved by the Capital 

Investment Management Committee (CIMC). The CIMC responsible for regional BUs is composed of 
the folIoVi.ring members: 

~ PJ-\ WC Presidenr 

~ PA WC VP of Engineering 

~ PAWC VP of Operations 

t PAWC Capital Programs Manager 

t Southeast Region Finance Director 

Necessary specific facilities that are to be acquired to make capital improvements, such as land for 

booster or chlorination st:1tions, tank sires, etc or buildings for offices or operations centers, are 

reviewed and approved by the CIMC in accordance with capital-investment management governance . 

. According to the listing of property values that was used to renew PA \'(/C's insurance coverage for 2007, 

the insurable value ofPA WC's buildings (replacement cost of buildings only, as land is not insured) was 

$456,341,137 (original cost totaling $275,789,614). It was stated in the data response that the age and 

square footage of the individual properties were not readily available. 

The realty holdings ofPA WC fall.into three general categories: 
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~ Utifi!y water- the porrion of Pi\ \VC's land and plant that IS devoted to its water operations, i.e., 

the land and plant that is used and useful in providing water service to customers. 

t Utili!)' wastewater-· the portion ofP}\ WC's land and plant that is devoted to its wastewater 

operations, i.e., the land and plant that is used and useful in providing wastewater service to 

customers. 

~ Non-lltili!] water- the portion of PA WC's land and plant that is not used and useful in providing 

service to customers, i.e., land held for future use or land and buildings removed from utility 

plant in service and awaiting disposition. 

"A.. source for p"A.. WC's utility water realty-holdings valuation is the 2006 Public etility Realty Tax Act 

(PURTA) Report. The PURTA Report is an annual report that is flied with the State of Pennsylvania's 

Department of Revenue. It reports, by county and by individual parcel, the county-assessed real estate 

and state-taxable value amounts. Parcels listed on the PCRTA. Report are not subject to local real estate 

taxation. The 2006 PURTA Report, which summarizes PA WC's utility water realty holdings on a 

. county-by-county' basis, shows that the total utility water realty holdings ofPA WC have a county­

assessed value of $36,599,321 and a state taxable value of $1 06,132,6'11. The original cost of utility 

water land and buildings held at December 31,2007 totaledS277,215,597). 

C tility, wastewater and non-uti~ty water are not reguired to be reported on the PCRTA Report; 

however, a local real estate tax is assessed on these properties. Individual assessment values were not 

provided by PA WJC during this audit; however, the original cost of utility wastewater and non-utility 

water holdings ofPA WC at December 31,2007 was $17,565,198 and $474, 407, respectively. The total 

original cost of all Pi\WC holdings for utility water, utility? wastewater, and non-u6lity water at 

December 31,2007 was $295,255,202. 

Space-planning studies and analyses for PA WC facilities have been handled in the recent past by 

designated representatives of the pj\ WC Human Resources and Engineering groups on an as-needed 

basis. Studies that have been performed in the recent past were for the purpose of space planning in 

advance of the lease of a new facility in Wilkes-Barre and of space configuration changes at the Hershey 

and Mechanicsburg office facilities. The final office-layout designs were developed by an 
architectural! engineering consultant. 

Expenditures 

In the response to a request for the actual and budgeted facilities and property-management operating 

and maintenance (O&LVI) and capital expenditures, it was stated that p}\ WC does !lot have a department 

that is charged with the responsibility to manage and control facility and property-management 

func60ns. Therefore, there is no specific budget for these activities. Actual O&M expenses and capital 

expenditures that are incurred in carrying out these activities are not captured by the company in a 

manner that permits such data tobe readily available to serve as a management too!' For P.A.. WC's 

accounting of both O&M expense and capital expenditures, its detailed chart of accounts is mapped to 

NARUC's broader 1996 uniform system of accounts (USOA) for Class A water and wastewater utilities. 
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For O&M expenses, costs are assigned to the BU to which a particular building is assigned. For capital 

expenditures, a work order captures expenditures associated with a particular project, follmv1ng which 

the expenditures are transferred from constmction work in progress to a utility plant account upon 

completion of the project. As a result, a meaningful analysis of O&M expenses or capital expenditures 

for management purposes cannot be efficiently or effectively performed. 

PA \YC's current capital construction program, which includes the existing facilities' expansion plans, is 

included in the P A WC capital budget. A review of the PA WC capital-budget data, as included in the 

latest approved version (Q2) of the company's 2007-·2011 Strategic Capital Expenditure Plan (SCEP) 

dated June 13,2007, was not able to determine the amount of money that was budgeted specifically for 

land and faciliries acquisitions. Rather, the data was presented on a cumula6ve project basis. 

Major Processes and Systems 

In other utility organizations, freguently a centralized real estate and facilities group is responsible for 

activities such as acguisition and disposal of holdings, managing revenues associated with lease or sale 

activities, and management and! or oversight of any maintenance work (ongoing and project work) 

associated with land and buildings. Centralization of this function generally allows a utility to ensure 

that activities are performed when appropriate and in a cost efficiem manner. For example, decisions as 

to use of internal versus external resources can be more effecrively performed when looking at the 

whole picture. In addition, use of a work management system allows a utility to determine the proper 

mix of preventive versus reactive maintenance work. Having such a group also allows professional 

project managers to perform oversight of major projects to ensure timely and quality completion within 

budgets. However, due to the lack of a group that is responsible for the facilities and property 

management function at PA \VC or American \"J(!ater, there are no major processes or systems that are 
used in relation to this function. 

Metrics 

I'vIany different performance metrics can be used by a utility organization, depending on the focus of its 

facilities and property management function. Some examples noted by Schumaker & Company 
consultants in past audits include financial milnagement metrics (O&M versus budget, capitill 

expenditures versus budget, cost per square foot (office/non-oHice), revenue, and others) and 

operational execution/ system reliability met.rics (customer satisfaction, % of work planned, scheduled 

work completed, meeting acquisition or disposal dates in strategic plan, and others). Due to the lack of 

a group that is responsible for the facilities and property management function, there are nO metrics that 

are recorded ilnd monitored ilt PA \\fC or American \\fater in relation to this function. 
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Finding IV -20 There is no integrated Facilities and Property Ahnagement group at either 
American Water or atPAWC. 

The lack of trus dedicated Facilities and Property Management group results in these activities being 

performed in varying ways and \vith no overriding standards. The decision on how to conduct the 

included activities is up to the judgment of the various employees who are assigned to handle specific 

functions, v.rith very little in the way of standardized policies and procedures to guide the activities. It 

should be noted that none of these employees is a professional property manager. This oversight can 

result in a significant variation in the results that are achieved. Additionally, because Pi\. WC does not 

have a department that is assigned the responsibility of managing and controlling the facilities and 
properry management functions, there are no specific budgets for these activities. Moreover, there are 

no actual and capital expenditures that are captured by Pi\. \V'C in a manner that permits such data to be 

readily available to serve as a management tool. This oversight makes the analysis of the efficiency and 

cost-effectiveness of such activities impossible to judge. 

Finding IV ·21 There arc no formal policies .md procedures to guide the performance of 
the facilities and properties management function at PAWC or at 
American ,Vater. 

There are no standardized policies and procedures to guide the everyday conduct of the facilities and 

properties management function at P j\ we. The only procedures that exist are in relation to the 
acquisition of property or facilities through the CDC or CIMC, which are generic investment policies, 

not facilities and property management guidelines. 

Recommendations 

Recommendation IV-19 Establbh .. single point of responsibility for the facilities ami 

properties management function af PAWC (Refer to 
Finding IV-Z.) .. ' 

The position of Facilities and Property Manager shol,lld be established at PA WC to ensure a singular 

point of focus and standardization for these activities. i\ssigning this role would ensure that all of the 

included activities are performed to an established standard, rather than being based on the judgment of 

the various employees who are assigned to handle these tasks. 
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Develop a set of formal policies and procedures to guide the 
performance of the facilities and properties management function 

M PAWC and American Water. (Refer to Finding IV-14.) 

A formal set of facilities and properties management policies and procedures would ensure that all of 

the included activities are performed to an established standard and are consistent with each other 

across PA We. This standardization would serve to validate that the activities performed in this regard 

were cost-effective and in the best overall interests of the PA we ratepayers. 
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D. Procurement Services and Materials :Nlanagement 
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This section provides a discussion of the procurement services and materials management services 

provided by either American Water Works Service Company (A WWSC) or Pennsylvania-American 

Water Company (P A WC) in relation to the material, supplies, and services that are used by PA WC in 

the course of its daily operations. Because the procurement services and materials management senrices 

at j\ W,\VSC and PA WC are two totally separate functions, rather than being integrated into the sar;ne 

organization as is found at most utiliries, this section of the report is divided into two distinct segments, 

with one devoted to each function. 

Procurement Services 

Background & Perspective 

Organization & Staffing 

The A \'VWSC Supply Chain (SC) group was approved by the i\ \v'WSC executive management team 

(EMT) in December 2003 and staffing began 2004. It is currently considered by American Water 

management to be primarily a strategic sourcing group. The SC organization originally included an 

A WWSC Inventory Management group until 2006, when that group was disbanded and the inventory 

management function transferred to the state-operating companies. This transfer was done based on a 

decision made by the presidents of the regions to pull the inventory function back into the individual 

operating companies. The operations regional managers for the state-operating companies focus more 

on local purchases than regional sourcing, for which the SC group is responsible. 

The SC organization at A \Xf\VSC is composed of several functional groups. This organization is 

presented in Exhibti IV-30 and described in the text that follows. 
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Exhibit IV -30 
Supply Chain Organization 

as of December 31, 2007 
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SOllrce: lnformarioll Re$pOll~e 1 

• The Category Manager Direct Products and Services, the Category Manager Indirect Products 
and Services, and their organizations are tasked with carrying out the strategic supply function. 

The strategic supply function is responsible for the identification of potential sources of supply, 

monitoring the timing of purchases, and the attainment of supplier diversity objectives. 

• The Operations group is responsible for assisting other SC groups with their daily operations 

and internal workings. This group is subdivided into t\vo general functions, those being: 

~ Schumaker & Company 8/7/2008 



MAS REPORT 2 - VOL J 
CAUSE NO. 43680 
Page 213 of 306 

161 

The Procurement group is responsible for the development of procurement contracts v.rith 

vendors. Additionally, the group performs supplier address-book updates in the) 0 

Edwards ODE) system and validates that this information is accurate, correcting it as 

required. The group reviews the pricing of all purchase orders (POs) and validates them 

before they are transmitted to the vendors. The group also produces an Open POs report 

on a monthly basis and performs PO training for field personnel to ensure that the proper 

procedures are followed. In addition, the group produces reports on inaccurate POs and 

vendor address-book additions. In those situations where an inaccurate PO is identified, it 

is corrected and sent back to the Field Operations group that originated it for new 

approvals. Such PO problems are generally attributable to the use of inactive suppliers or 

incorrect prices. In the A \v'\VSC Procurement group there are two primary categories of 

employees, those being: 

.. Category i"l,1anogers - responsible for obtaining items that are of the best quality with the 

best service at the best price for A.merican \\7ater operating companies for all prQducts 

and services that are purchased 

e BJQlers - responsible for setting up contracts, administering contracts, monitoring on­

time delivery of purchased products, etc. 

The four Regional Managers in the Operations group along with their support staffs are 

responsible for the following prii11ary functions: 

'" Focusing on contracts that are sourced on a local basis such as those for paving, dealing 

,,\~th residuals, and operations and maintenance (O&.tv!) that are not covered under 

national contracts. 

ill Obtaining feedback from the field operations personnel as to what equipment is in 

place and who is used for service provision of this equipment. 

~ The Performance Management group produces the budgeting forecast, quarterly reforecasts, 

volume reporting, and other data reporting as related to the procurement function. 

• The Fleet Ivfanagement group is responsible for managing the overall fleet management 

function for all American \'Vater companies. American \'Vater has outsourced a majority of this 

function to an external contractor, Automotive Resources International (ARI). The A W\\7SC 

Fleet Manager meets with /\RJ representatives on a quarterly basis to discuss the service level 

agreement (SUI,.) performance results for the previous quarter. On a regular basis, the i\ W,\VSC 

Fleet Manager meets with the operations people in the field and sometimes takes 

representatives of ARI with him. ARI does produce annual benchmarking studies that are 

relevant to the various services it provides to A W"\.'VSc. More details on the functions of this 

group can be found in this chapter's Transportation alld Fleet Mana,gementsection. 

+ The Energy Manager reviews energy costs and attempts to identify ~ays to reduce them. He is 

also responsible for performing energy audits of various J\merican Water facilities, again with 

the intention of identifYing means to reduce energy costs. 
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In relation to the procurement activities on behalf ofPA we, a Southeastern Regional Manager in the 

SC Operations group is designated by the American Water state-operating companies of the 

Southeastern Region as being responsible for purchasing. As such, this person is responsible for 

overseeing the se activities in six Southeastem Region state-operating companies. A key objective of 

this position is to better align the business needs of the operating companies \'\-eith the A \Xwse 
procurement process. His primary responsibilities include the following: 

'* Focusing on the viability of those contracts that are sourced on a local basis, typically such as 

those for paving, dealing with residuals, and O&M work. These contracts are usually relatively 

small local ones that are not covered under national contracts. This responsibility includes 

monitoring the status of these localized contracts for potential problems with performance and 

for expiration dates to ensure that they are renewed in a timely fashion. The Southeastern 

Regional Manager also provides some guidance to the P Awe Field Opera rions groups in 

relation to using national contracts (as required). 

~ Attempting to identify those local contracts that could be bundled into state-wide or national 

contracts. Major areas of procurement (referred to as spend areas) of the business have been 

established previously by product code and by suppliers. When the Southeastern Regional 

Manager identifies an area of opportunity, he will attempt to aggregate the needs across the 

various districts of the state-operating company. This aggregation is intended to reduce both 

the number of vendors and the cost of the product based on a greater volume of sales. He is 

also responsible for obtaining feedback from the Field Operations personnel on what 

equipment is in place and who is used for service provision of this equipment. \Vhile the se 
group drives the contract-development process, the local operations management personnel 

have their input into contract-related decisions. 

?\10st of the national contracts with vendors are master service agreements that last for two years, but 

this duration can vary. A strategy meeting is held ""eith all of the SC organization managers in attendance 

to discuss each new contract that is to be established. 

The se Southeastern Regional Manager employs the A \'(,TWSC standardized seven-step process for 

-developing new contracts, with the primary steps being the identification of an opportunity, the 

formation of a team to identify the available vendors, the development of the request for proposal 

(RFP), and the selection process. The final decision is made by the operating company with input from 
the se Southeastern Regional Manager. 

The seven-step strategic sourcing process, as used by the A wwse SC organization, is as follows: 

1. AJ'sess Opportunities - Prior to initiating a strategic sourcing project, an assessment is conducted to 

identify sourcing categories and to estimate potential savings. The intention of this step is to 

identify the procurement categories for which the implementation of a strategic sourcing 

methodology may be applicable. 
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2. Pr#le Category - After identifying the categories to be strategically sourced, the second step, 

Profile Category, involves a detailed internal and external analysis to understand a category from 

market, vendor, and internal perspectives. 

3. Derelop Strategy - Once the Category Proftle analyses have been completed, the appropriate 

category-specific sourcing strategy is developed. This task is accomplished through the 

development of a best-fit, category-specific strategy that \Nill achieve the lowest total cost. 

4. Qualify Vendors - After sourcing strategies have been developed, vendors must be qualified to 

ensure that they can meet the defined procurement requirements. This step is performed with 

the intention of narrowing down the list to a short list of possible vendors that best meet the 

specified requirements. 

5. Execute RFPj Selection - Once the short list has been determined, a request for proposal is 

formulated to support the detailed evaluation and selection process. The intention is to provide 

an "apples-to·apples" format that would assist in the identification of those vendors that would 

be suitable for the negotiation process. 

6. Negotiate Agreement - .After analyzing the submitted responses to the RFPs to determine which 

vendor best meets the specified requirements, specific strategies are developed for negotiating 

with that vendor. The intention is to achieve a formal agreement in a "win-"l:vin" situation that 

allows both parties to see marked improvements in their ability to conduct business. 

7. Implement Categ()~y Pla1l- After completing the agreement, the implementation process must be 

managed to ensure that changes are effectively iritroduced into the organization. This oversight 

will ensure that the agreements arc fully utilized and that internal customers understand the 

changes and the implications of the developed sourcing methodology. 

For example, in September 2007 the Southeastern Regional Manager was revie\\1ng the grounds-keeping 

contracts for PA \V'C districts because they were scheduled to expire in the near future. After he 

identified the available suppliers, a scope of work was developed that became part of the standardized 

RFP document. The work plan was then developed and approved by the appropriate managers in the 

SC group and the designated PAWC Category Lead who is responsible for this function (who, in the 

case of lawn maintenance, would be the pj\ \V'C Network Manager). 

Pre-qualitication of vendors to be included in the various bidding processes, including both requests for 

proposals (RFPs, generally used for services) and requests for quotations (RFQs, generally used for 

material purchases) processes, is typically accomplished through the use of work experience 

questionnaires (\X'EQs). Review of vendor-submitted responses to a WEQ is used to determine 

whether a vendor is to be included in a bidding, RFP, or RFQ process. Once pre-qualified, vendors \."1:111 

submit bids, proposals, or quotes in a sealed bid or electronic format as prescribed in bid documents. 

The received responses to RFPs are analyzed by a designated team that is composed of operating 

company personnel w'ho are directly involved \'"I:1th the function. The Southeastern Regional Manager 

summarizes the received bids to facilitate this evaluation and selection process. The evaluation is done 
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primarily on the basis of the contact's cost, the range of services offered, and the guality of such 

services. Once a selection is made, negotiation is initiated with the selected bidder based on any number 

of identified issues. The majority of the 6me, the contract is awarded to the lowest bidder-it is 

rela6vely unusual to select other bids. The selection team tries to evaluate the guality of the bidder's 

service or product offerings up front in the selection process. That way, they can make sure that no 

ungualified bidders are included in the evaluation process. Time is then spent reviewing the responses 

to the RFP guestions that relate to work experience, personnel resources, safety, and the financial status 

of the bidders. 

1\ W,\VSC reserves the right to select vendors based solely on bid, RFP, or RFQ information provided, to 

conduct discussions, or to reguest proposal revisions, if deemed necessary. The vendor that is awarded 

the bid will be chosen on the basis of which one would potentially provide the greatest anticipated 

overall benefit ro the operating companies of American Water. i\ \XTWSC reserves the right to have no 

obligation to reveal to the bidding firms how vendor proposals were assessed. Schumaker & Company 

consultants performed a review of the documentation related to the bidder evaluation and selection 

process. This review revealed that a sufficient amount of data and detail is included in the process to 

allow for a proper selection to be made. Additionally, a process to include adeguate purchasing­

approval authority documentation is included in the vendor evaluation process. 

The next step in the vendor-selection process involves finalizing the contract. This phase usually 

consists of a standardized contract \vith an attached scope of work, prices, and terms and conditions 

that are specific to the subject contract. The final contract must be approved by the following groups or 

individuals: the A \JV'\'V'SC Legal Department, the i\ W\X'SC Finance Department, the contract signer 

(freguently the Network Manager from the state-operating company), and the SC Southeastern Regional 

Manager. The approved contract is then sent to the winning vendor for its signature. 

The SC Southeastern Regional Manager normally has four to 10 contracts in the works at any given 

time, with some being small and others large. As an example, for lawn maintenance, PA \VC had 

approximately 18 vendors that would be contracted with (due to the localized nature of the lawn 

maintenance business). 

The Southeastern Regional Manager also has responsibilities in relation to the American Water supplier 

diversity program. He documents diversity activities for his designated state companies in strategy 

documents. His personal key performance indicators (I<.PIs) state that every new purchase that is put 

out to bid (referred to as supplier events) must attempt ro include a minority vendor. If this effort is 

unsuccessful, the attempts made are documented, including the reasons why it was not possible to 

include a minority vendor. The Southeastern Regional Manager was responsible for the development of 

the PA WC diversity document for 2006. Nlinority vendors must be price competitive. There is no 

advantage given to minority vendors in the bidding process. More information on the vendor diversity 

process is included in Chapter IX - Dit'erJiry & EEO. 
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Other activities in which the Southeastern Regional Manager is involved include the following: 

165 

4> Supplier management and maintenance function, which includes working with the suppliers to 

ensure that rhe established agreements are followed. 

4> Identifying new opportunities for contract development. 

>} Addressing issues of vendor non-performance - In these situations, he is responsible for 

communication with the supplier (including on national contracts). He tries to resolve the 

problems by working \'lith the vendor. He has the authority to release the vendor if it is not 

performing to the established specifications. 

~ Reviewing and addressing non-compliance spend, which deals primarily with Field Operations 

groups that are not using the established national contracts - He reviews the monthly non­

compliance reports for problems and would address them when identified. 

t Sign-ofrs on the comract approval form for local contracts only. 

II> Attempting to get out into the field on a regular basis to talk to the customer businesses about 

their needs and problems - On these trips, he meets primarily with the field superintendents 

and supervisors. 

Under the applicable SL'\ recjuirements for the American Water operating companies, as an aggregate, 

variolls primary vendors are responsible for providing monthly reports on: their performance. For 
example, in the fleet function the vendor (ARl) produces reports that detail its performance in the 

follo'Wing functional areas: 

II> Fleet size 

II> Average speed of answer 

w- Vehicles ordered 

*' Vehicles delivered 

$ Fuel purchasing volumes 

+ Maintenance and repair spend by region 

+ Summary statistics on the savings achieved 

ir Specific data on the vendor's results in meeting the key performance indicators included in the 

SLA, including: 

8/7/2008 

Customer service 

Ivlaterial issuance 

Vehicle remarketing 

Major component issues 
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The SC group aggregates these individual vendor SU\.s into aggregate reports for the overall SC 

function. These reports are produced on a guarterly basis. 

j\s of 2007, there were 1,049 American Water product codes that provide assistance in identifying 

purchased products by category. These finer gradation product codes are aggregated into product 

categories that include products of a similar nature or use. A sampling of typical product categories 

includes the following: 

~ \'Vater treatment chemicals 

.. \V'ater infrastructure 

• Tools and small equipment 

• Storage tanks 

f Professional services 

ft Pipe and fittings 

~ Outside legal services .. Meters .. Instrumentation 

• Fleet 

• Facilities maintenance 

• Electrical 

• Chemical feed 

• A,dministration and general 

The Commodity Report is published in April of each year and is updated in June and November by the 

SC group. This document is a research report that is intended to provide an internal analysis of the 

market demand and price trends for various commodities that are purchased on a regular basis by 

l\.merican \Vater state-operating companies. It also includes an assessment as to how these commodities 

will affect various designated procurement categories. This research information is provided to assist in 

the forecasting of budget reguirements for the various designated categories. The report includes a brief 

summary of projections and recommendations on how specific commodity categories \),;:ith historically 

high spend levels will be affected by market changes. 

Additionally, the Commodity Report contains more detailed information on the predicted market trends 

for nine selected commodities. These commodities were selected for a higher level of analysis based on 

their potential impact on the products and services purchased by American \'Xiater state-operating 

companies. These commodities typically exhibit high volatility in the marketplace and, as such, can have 

a significant impact on budget forecasts in the short-term future. Included in this analysis are 

evaluations of supply and demand, future price projections, worldwide market news and trends, and an 

update of the exis6ng market for the commodity. These nine selected commodities include the 

follo\N-ing: 

+ Chlorine 

~ Copper 
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~ Electricity 

~ Labor 

• Natural Gas 

~ Pulp/Paper 

*' Scrap Iron 

+ Steel 
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The Supplier Quality Report is used by the SC group to document problems with all supplier 

performance, or with non-conformance to either specification requirements or a service level agreement 

(SLA). The document also serves to notify the supplier of the problem and to advise that an 

investigation is to be initiated to determine the root cause of the problem. It then serves as the basis in 

developing the proper corrective action to avoid a recurrence of the situation. The supplier must reply 

in writing, utilizing the report, with the solution to the problem. No formal vendor-performance 

postmortems are performed other than the above-listed reports. 

Vendor Scorecard Reports are produced by the SC group with the intention of providing performance 

ratings of selected vendors. These standardized scorecards rate the selected vendors based on 11 

evaluation criteria, those being: 

.. CIIJ"/om81' Support - response time/rate (timely, courteous, capable) and technical support 

capabilities 

$ Acmrary - delivery is complete per order (size, quantity, type) 

~ NOli-quality Retl1!71J- - efficient processing of non-complian t goods 

~ Delit·ery Petjorma!lte - deliveries to date and time specified and agreed upon 

~ Presentation - packaged and labeled according to specifications and delivered in good condition 

~ Patkaging/ Dommenta/ion Reqllirements - correct bar codes, packing slips, presort, grouping, 

lI1VOlcmg, etc. 

+ CO?lJl1l11llicatiof)J - reports, delivery status, product recalls 

• Quality - adherence to quality standards established by the Category Managers 

+ Capabilities - sufficient production capabilities to meet planned demand 

~ Prodllct InJlovation - introduction and implementation of the use of new products 

• Product Vahle - meeting the overall expectation for the products 

These individual criteria ratings are then aggregated into a summary rating for that vendor. 
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PA WC does not have its own supply chain function; therefore, there are no actuaL or budgeted positions 

within PA We. Instead supply chain services are provided to PA WC by the A W\VSC Supply Chain 

group, whose staffing levels for 2004 to 2007 are shown in Exhibit IV-31. 

Exhibit IV-31 
A \VWSC Supply Chain Staffing Levels 

2004 to 2007 

50 ~-------------------------------------------------------~ 

45 .r-------------.----------------------------------------.----------------4 
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Source: Information Rc~pon~e 852 

The SC staffing levels dropped by nine in rvhy 2005 from 43 to 34. After revie\v-jng internal control 
requirements defined by Sarbanes-Oxley (SOX), A \Xf\'VSC determined that the accounts payable 

function should no longer be located \\>ithin the same organizational structure as strategic sourcing 

function. Consequently, the accounts payable function was transferred from the Supply Chain group ro 
the Shared Services financial group. Tn 2006, two Procurement Analyst positions were added to comply 
with procurement-to-pay (P2P) SOX remediation. 

Expenditures 

Because PAWC does not have its own supply chain function, no budget or actual-to-budget operating 

expense data is available at the state level for a supply chain function. The only budgeting the A WWSC 
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SC group does is related to the group's annual salaries and other operating expenses. It does not 
specifically budget state purchases. Instead, annual budgeting for purchases is done by the field forces 

in each of the state-operating companies_ It is based on aggregated forecasts, for example, of how much 

ductile iron pipe would be required over the course of the com.ing year. £.yhibit IV-32 illustrates 

FA WC's total procurement value (purchases) for 2002 to 2007. 

Exhibit IV -32 
PA WC Total Procurement Value 

2002102007 

1)200,000,000 -,.------------------------------, 

S 180,000,000 -j--------.-.. ----------.--... -.--.-------.. ----.-------.----.--.----,--------..... --.--.-.- .. 

$160,000,000 +-----------------------... ---.. -.--.-.--... ----.-

$140,000,000 +---... -.----------.--

5120,000,000 +--------

5100,000,000 +------------

$80,000,000 

560,000,000 

540,000,000 

S20,000,000 

Sl~3,871,692 $168,044,0071 $189,087,543: 

Source: Information Rc~pon"e 834 

Major Business Processes 

Representatives of the SC group communicate with vendors on a regular basis. A Supplier Complaint 

Log is used to track all complaints that are made against vendors_ However, there is no report of 

vendor problems that is automatically generated by the JDE procurement software_ There is an online 

Supplier Complaint Report (SCR) form that is filled out by operations personnel in the field to report 

problems with vendors. This form contains information on the problems that were encountered, 

including: 

t Information on the employee who reported the problem 

~. Details of the problem ·z· 
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• The supplier name 
• Proposed action to be taken to resolve the problem 

~ Status of the complaint's resolution 
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The SC group has conducted surveys of its customers in the Field Operations groups to obtain 

additional input. The Vice President of the SC group makes it a practice to visit regional sites once a 

year to have face-to-face meetings with the field representatives. 

The SC group reviews the cost drivers for its vendors. Such drivers include the cost of purchased scrap 

iron, which is a major component of the vendor's cost for producing ductile iron pipe. 

A monthly cost savings report, which includes the following items, is produced on the cost savings 

generated by the SC group in relation to the procurement process. 

.. Promrement peiformance - the difference between the price paid by American Water and the 

average price of the bids that were received for the item. 

• Purcbasing results - a comparison of the old price for the material versus the new price for the 

material, with no adjustment for market conditions and with the goal of beating the consumer 

price index (CPI). 

• Retllm 011 illt'tstmetlt (ROI) - For the SC group, a comparison of the costs of operating the group 

with the resultant cost savings obtained by that group. 

It is the objective of the j\ W"WS( SC group to put as much of the purchasing as possible under national 

(blanket) contracts, which this group is responsible for establishing. It is believed that because of the 

volume purchasing discounts that can be achieved under national contracts, item and material costs can 

be driven to lower levels. A quarterly report is produced by the SC group on the total sourceable spend 

incurred for each month versus the amount covered by national agreements. Spend data is not routinely 

published at the state-operating company leveL Rather, the reports are produced at the regional and 

American \vater levels. These reports show the amount of dollars spent under national contracts as a 

percentage of the total sourceable spend dollars for the business unit. The data for 2007 shows this 

usage of national contracts to be 81 % for PA \v(; the SC group has a target of71 % to 75%. On a 

quarterly basis, these compliance reports are sent to the operations managers who are responsible for 

compliance in the field. The intention of this undertaking is to increase the use of national contracts. 

The SC group attempts to identify new opportunities for the sourcing of additional items that could be 

included under national contracts. The compliance reports identify those areas where the nationa.l 

contracts are not being used to their fullest extent. 

In relation to the quality of the material purchased, the individual state-operating companies develop 

their own product specifications, a function that is normally performed by the Engineering groups. The 

state-operating company personnel in the field who receive the material into inventory are responsible 

for determining and verifYing the quality of that material If the material is damaged, the receiving 
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personnel would return it to the subject vendor without any involvement on the part of the SC group. 

The SC group would only become involved in those siruations of very large or systemic problems. 

'fhere are n.vo general categories of purchased materials in theA \X-'\V'SC SC group, those being: 

t Direct materials are defined as products that corne into contact with water in the process of 

treating it or delivering it to the customer, including the chemicals that are used. 

~ Indirect materials are defined as purchases that do not come into contact u-ith water, which 

include such categories as legal, uniforms, consulting, temporary labor, information technology, 

communications, office supplies, etc. At the end of 2005, the SC group implemented 

commodity codes that enabled them to better tl"ack procurement volumes. 

i\n example of the steps involved in a typical purchasing process for a state-operating company includes 

the following: 

• The Field Operations organization would issue a PO and it would be approved in accordance 

with the established PO approval process. 

• This PO would go directly to the vendor under a national contract. 

~ 'J'he buyer would get involved only if there were a problem with the purchase or the price. 

On the A W,\,\lSC internal intranet site are listings of the preferred vendors with established national 

contracts, including a buyer's guide and pricing list. If a specific item is not listed on the intranet site, 

the Field organization either calls an A \'X!\V'SC buyer for assistance or sources it locally. The contracts 

with the preferred national suppliers are not exclusive contracts. American \V'ater operating companies 

have the right to purchase items from other vendors (\.v1th no approval required from the SC group) 

without violating the terms of the contracts. 

Each of the SC buyers receives a monthly report of the amount that is purchased from preferred 

suppliers unde.r national contracts versus the quantity that is purchased from non-preferred suppliers. 

The buyer checks for siruations of significant use of non-preferred vendors and, in such cases, would 

question the originator of the PO. The buyer also uses this information to identify opportunities for 

additional sourcing under national contracts. 

The buyers do not receive mOilthly reports on vendor performance. However, vendor performance 

surveys are sent out to the field on an annual basis to obtain field input on current suppliers. 

Major Systems 

The primary sofn.vare application used by the SC group is the JDE Enterprise Resource Planning (ERr» 

procurement module running on an AS400. The JDE software version that is being used is from 1996. 

The A \X,\V'SC SC group uses the JDE procurement module, but it does not use the accompanying 

distribution requirements planning (DRP) module for the materials management function. The 
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/\. \V\V'SC Inventory Committee is currently working on how to implement and use the JDE DRP 

module to the greatest benefit at American Water State-operating companies. 

A \v'\V'SC and representatives of the operating companies participated in an American Water program, 

with the purpose of studying and evaluating how to implement the SA.P ERP package at all of the 

American Water companies. 'lhe decision had already been made to go urith SAP as it was the package 

used in Europe by RWE. The group had finished the flowcharting of the processes when the project 

was called off because of the divestiture announcement from R\V'E earlier in 2007. 

The 1\ W\'VSC SC group has built and maintains an internal intranet website. '1 'his website is available to 

any state-operating company employee with the proper security clearance. This website includes, among 

others, the following data reports: 

11 American \'Vater's seven-step strategic sourcing process 

~ A. listing of new suppliers that have been added to the supplier maSter list 

• Supplier complaint log 

~ Supplier yuality report 

+ Purchase orders issue report 

t Supplier management reporting log 

Diversity databases and the Internet are used by A \'vWSC SC personnel to attempt to identify available 

minority vendors so [hat these vendors might be offered the opportunity to participatein the bidding 

process for contracts \vith A WWSc. There is an American Water Supplier Diversity policy that states 

that minority vendors are to be included in the process for each sourcing event (which is defined as any 

time new bids are solicited for an item). The SC group tracks how many minority vendors were 

included in each bidder pool and how many were successful. SC representatives also attend purchasing 

fairs and expositions with the specific intention of identifying new minority vendors. The individual 

buyers each have KPIs as part of their performance assessment process. These KPls evaluate the 

results that were achieved in relation to increasing the diversity of suppliers. The SC group also surveys 

existing suppliers to gain information on those suppliers' own internal diversity programs. However, 

this data has proven to be hard to collect because many of the vendors do not gather such information. 

At the nationallevcl, it has proven to be difficult to find diverse supplicrs because of the size of the 

national contracts and the amount of materials that is purchased. For example, pipe suppliers must be 

very large for them to be able to fulfill the overall reyuirements of the American Waterstate-operating 

companies. 
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Findings & Conclusions 

Finding IV -22 The current procurement module of the ERP system is 12 years old and 
lacks significant amounts of capability that would be expected from a 

state-of-the-art current application. 

As with most computer technology, great strides have been made in the capability and speed of the ERP 

procurement technology in the past 12 years. Capability and functionality have been significantly 

enhanced thanks to improved software designs and more powerful hardware. Most importantly, current 

procurement applications take full advantage of the greater efficiencies that are offered by the use of the 

Internet for procurement purposes. Such Internet-capable applications can greatly improve the 

efficiency and speed with which the procurement process takes place. j\t the same time, they can 

provide for much greater availability of relevant data and statistics. An additional benefit is that these 

applications allO\v for a significant reduct jon in the amount of paper that has to be generated and dealt 

with. e-Procurement, as it is called, is definitely the wave of the future. Implementation of a robust 

procurement system that would avoid such tasks as the production of paper POs would improve and 

expedite the procuxement process. However, due to a lack of applicable data, a quantification of these 

savings would not be valid. The A \X;,\XrSC Procurement group is currently doing too much manual 

work, which cuts down on the time that is available for performing strategic-sourcing-related tasks . 

. Adilltionally, a contemporary ERP procurement application would be seamlessly integrated \N;th the 

materials management/inventory module, thereby allowing for direct transfers of data between the two 

systems. For example, when the inventory module detected an item in a storeroom that had fallen to a 

stock level below its predetermined minimum level, it would, through the procurement module, develop 

a recommended requisition order. This mder could then be approved by the proper company 

employee(s). This approval process would automatically generate a PO, which would be electronically 

placed with the designated vendor. The process requires no paper and is very efficient and expeditious. 

The current procurement application that is in place at PA WC and;\ W\V'SC has this functionality, but it 

has never been implemented at PA we orA \'V'\VSc. 

Finding IV -23 The use of preferred. suppliers umler natiolL.I contracts is nor mandated. 
und likely is having a negative financial implications for the operating 
companies as a result.of not maximizing the use of suppliers that have 
been subjected to a bidding and. negotiation process, 

Currently, the use of national contracts for purchasing equipment and supplies is basically a voluntary 

practice. Neither the contracts with the vendors nor /\ \Xr'\VSC procedures require that state-operating 

companies, which perform the actual purchasing transactions, make use of the established national 

contracts. Because these national contracts are the result of a formal bidding, evaluation, and selection 

process, which is heavily based on pricing of the required items, it can be assumed that the prices 

included in the contracts are very competitive in relation to the marketplace. Csing vendors other than 

these preferred vendors does not take advantage of this bidillng/ negotiation process. Therefore, the 
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resulting prices could be higher than those that are included in the natjonal contract. .,yIost companies, 

both utilities and other types of firms, require that their operating organizations purchase items only 

under their blanket contracts, with the exception of emergency or time-critical situations. Not doing so 

negates the advantages gained from a larger company-wide contract, especialJy in terms of pricing. 

Additionally, use of national contracts aUows for enhanced monitoring of vendor performance and for 

more expeditious resolution of the problems that are identified. 

Finding IV-24 The lack ofPA We-specific d,lia that is collected in relation to the 

procurement function renders it difficult for the PAWC management to 
evaluate and assess the effectiveness of that function's performance at 

PAWC. 

The vast majority of the data that is collected by the A W\"\'/SC SC group is aggregated on either an 

American Water or regional basis. Relatively little data that is reported on is specific to the state­

operating companies such as PA \VC. This aggregation of data "averages out" the performance results 

and would not readily identify operational problems that were specific to a state-operating company. 

lvforeover, a company such as PA \,(1C would have a difficult time in performing an assessmen t of the 

operational efficiency and effectiveness of the procurement function that is specific to its localized 

operations. The relevant raw data appears to be available through the existing data-collection systems; it 

is just the presentation format that limits its usefulness. Such modifications in the reporting should not 

be very difficult to implement and could result in large benefits to the state-operating companies 

through their ability to identify and resolve operational problems and/ or process efficiency and 

effectiveness deficiencies. 

Recommendations 

Recnmmendation 1'1-21 !ni(hue a software identification, selection. <iud evaluation process 
for a m~\v integrated procurement/materials management 
application. (Refer to Finding IV-22) 

.t\umerous vendors offer very robust procurement/materials management appli'cations that run on the 

latest and most powerful technology. The task is to determine which of the applicatjons is the best fit 

for the specific requirements presented by the American \Vater state-operating companies. Even among 

the various companies, there will be differences in requirements. As such, an application will have to be 

found that will be able to adequately address all of the various needs. In some cases, the business 

processes of the individual companies may need to be modified, but this situation typically arises in an 

ERP implementation project. Representatives of A \'V'\X'SC and the state-operating companies already 

have recent experience in this process through the Standardized Technology Enabled Processes (Sn:p) 

program. This program was conducted to evaluate the implementation process for the SAP software 

package. 
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Evaluate in detail the impacts of not mandllting the use Df national 
contracts with preferred vendors by the state-operating companies, 
especially in terms of the fimtndaI impacts, and determine 'whether 

mlmd~lting this practice would he beneficial to the operating 

companies. (Refer to Finding IV-2.) 

As stated previously, most utilities reguire that their operating groups purchase items only under their 

blanket contracts, v.Tith the exception of emergency or time-critical situations. The reasons [or this 

mandate are to standardize the purchasing process and to take maximum advantage of the prices that 

are negotiated under these contracts. The use of the national blanket contracts is not voluntary, but 

rather mandatory. A wwse needs to work toward getting to this methodology of doing business. 

Pi\. \ve reports that compliance 'With the use of national vendors for purchased items that are under 

national contracts is 93.3%. However, PA we also reports that compliance with the use of national 

contracts for all purchases (for both those items that are under national contracts and those that are not) 

is at 81%. This percentage could be improved, thereby resulting in financial benefits to PAWe (through 

mechanisms such as volume pricing discounts). Not doing so results in a failure to take advantage of 

the work of the se group in obtaining the best possible prices with reliable vendors that can meet their 

commitments. Because of the nature of the various state-operating companies, including PA we, some 

t1exibility needs to be included in the policy for including lower cost alternatives. In a company that is 

as operationally and geographically diverse as PA we, special considerations may have to be given to 

certain parts of the company operations. These situations, however, should be the limited exceptions 

and should include a bidding process where possible (i.e., a preset price for emergency assistance). The 

recommended review should also be used as an opportunity to identify those specific material 

purchasing situations that do not have established national contracts but should for reasons of cost 

efficiency. A focus could then be put on establishing such national contracts [or these identified 

material purchases. 

Recommendation IV-23 initiate a study to determine how best to present the operational 

and perfOrm\lllCe data on a state company basis and to evaluate the 

potential oeot'fits of such repotting ch~\nges. (Refer to 

Finding IV-24.) 

The ability to easily review operational performance data and results on a state-operating company­

specific basis would result in a better ahility on the part of the individual companies' (such as PA WC) 

management to evaluate the effectiveness of these operations in their state. This facility would apply to 

both the operations that are conducted within the state-operating companies as well as those that are 

performed for them by the A \v'\vse se group. Such da ta would give the respective managers of the 

state-operating company more state-operations-specific data. This information could then be used as 

the basis for making informed decisions concerning the operations of the state company. 
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Materials Management 

Background & Perspective 

Organization & Staffing 

As of the end of December 2007, there is no designated Inventory or Materials Managemem group at 

either A WWSC or at PA We. The Supply Chain (SC) organization origjnally included an A \'{l\VSC 

Inventory Management group until 2006 when that group was disbanded and the inventory 

management function was transferred to the state-operating companies. This transfer was done based 

on a decision made by the presidents of the regions to pull the inventory function back into the 

individual operating companies. At PA WC, certain operations supervisors are designated to be in 

charge of their storeroom's inventory function. There are 31 storerooms that are maintained by PA We. 

Expenditures 

Due to the fact that there is 'no centralized inventory management function at PA WC, there were no 

available costs or expenditures associated with the operations of a Materials Managemem group. The 

costs associated with the personnel who participate in the materials management function are recorded 

as normal operating expenses for the operations department of which they are a part. 

Major Business Processes 

Because of the past lack of centralization and leadership in the materials management function at 

American Water operating companies, including PA WC, there were no standardized procedures and 

processes that were used across the company. Rather, it has been the designated responsibility of each 

storeroom to maintain its inventory in the manner that it sees as being proper . .I\n IfllletltOry lvlatlagemmt 
Strategy for the i\merican Water System was adopted on November 21, 2007. However, as it was 

explained to Schumaker & Company consultants, it is a strategy document, not detailed policies and 

procedures as are required for standardization of operations. A.lso it remains to be seen if this strategy 
will be enforced at all of the PA WC storerooms. 

'rhe only area where there is some company-wide standardization of inventory procedures is in relation 

to the designation of items that are in inventory. Inventory part-type classifications include: 

.. Stocked part.!' - inventoried parts or supplies that are used on a regular basis. 

• Expensed item.!' ,-- primarily maintenance items that are not tracked in the inventory system and 

are not included in the calculations that are done in relation to inventolY turns. 

Within the stocked parts category, there are three stock types that are used in the PA WC materials 

management system, those being: 
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~ Stock E parts - These are inventoried parts that are used on a regular basis. These items are 

tracked in the inventory system and are included in the inventory turns calculations. 

Maintenance of the Parts Master File is the responsibility of the Fixed Assets (FA.) group at A \'</\\1Sc. 

The FA group is responsible for the tollowing materials-management-related tasks: 

177 

• Updating of the Parts Master File to reflect changed part descriptions or specifications, which is 

done upon receipt of requests for updates from the operating companies. 

• Setup of new parts in the Parts Master File, which again is done upon receipt of requests from 
the operating companies for new parts to be included. 

4' Coordination of the annual physical-inven tory resuIrs and identification of the occurrence of 

significant variances that are to be investigated by the storekeepers in the field. 

• Production of reports relating to the Parts Master File. 

Strategic stock, sometimes called emergency stock, is defined as items that must be maintained in 

inventory despite very low usage rates. Such parts are long-lead-time, specialized items that would be 

required if an emergency repair were to be required. In the opinion of PA WC representatives, the 

potential exists for consolidating these items into fewer locations, thereby enabling a reduction in 
inventory levels. 

A listing of surplus or obs@lete inventory in each storeroom is no longer produced as it was when there 

was an Inventory Manager in charge of inventory management functions. Rather, employees now have 

to look at each individual storeroom to determine surplus levels. At P A WC, prior to 2007, an annual 

request was sent to the individual storerooms by one of the operations supervisors. This request asked 

for lists of obsolete items in each storeroom, but it is no longer done (due primarily to lack of time on 

the part of the person who previously initiated it). 

At 2007 year-end there was no standardization of part numbers in i\ \\!\'\!SC or in P.t\ \X!C across the 

various storerooms. There is an established American Water Parts Number Cleanup Committee that is 
a subcommittee of the American \'{!ater Inventory Strategy group. This effort has been in process for 

about three years, and this committee has several established goals, including: 

~ Developing a standardized part-numbering system for use at all American \.\1ater operating 
compal1les. 

~ Making consensus decisions as to which items are to be classified as Stock E (inventoried items) 

versus maintenance items for American \\1ater operating companies as a whole . 

. * Developing a standardized part-numbering scheme to be used for new items. 
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There is an ABCD inventory-classification system that is in use. The top 80% of items in terms of usage 

are classified as /\ items. B items comprise the next 15% in terms of usage. C items arc defined as items 

that have not been used in that storeroom in the past 12 months, but that have been used elsewhere in 

the Pi\ WC storeroom system during that timeframe. D items are classified as those that have not been 

used anywhere in the PA WC storeroom system in the past 12 months. This }\BCD analysis is 

performed once or twice a year using the JDE procuremenr application by the A \v\vSC SC group. 

Annual physical inventories are performed at each PA \'VC storeroom. The results are reviewed for 

apparent ruscrepancies by the Fixed _Assets group at A WWSe. Some of the storerooms also perform 

informal cycle counts that are not adjusted for in the invenrory database due to the exjsting software's 

lack of ability to permit daily inventory adjustments to be made. Rather, this cycle-count variance data is 

used to identify items that need to be ordered. That is because there is no automated reorder capability 

included in the JDE software that is used by PA we. 

A complete physical-inventory count of the Stock E items is performed in each storeroom at least once 

per year, typically between September and November. This invenrory count is performed in 

coordination with the Fixed Assets group at A \V"\'VSe. Each storeroom has approxjmately a two-week 

window of time in which to perform the physical inventory. The Fixed Assets group notifies each 

storeroom of its scheduled window and the local field operations management selects a date during the 

cycle to perform the physical-inventory count. On the designated date, the storeroom stops all activity 

for the day, including physical receipt of deliveries, receipt of materials into the JDE application, and 
any issuance, transfers, or other movement of goods. The storeroom location assigns personnel to 

perform the physical count. The storerooms perform the physical-inventory count accorrung to the 

"Field Inventory Cycle Count" manual. 

The responsible PA WC employee at each storeroom logs into the JDE application and initiates the 

physical-inventory connt procedure by creating a physical-inventory count number. A physical count 

sheet, which lists all of the parts with the description, is printed and distributed to the storeroom 

personnel. The quantity of each part in inventory is not listed on the physical count sheet. Rather, 

. physical-inventory counts are performed "blind." The supervisor/storekeeper/assigned employee 

counts each part on his or her designated list, including materials on PA we field operations trucks and 
vans, and enters the number counted next to each part number and description. This count is witnessed 

by an independent observer. After all of the parts have been counted and recorded on the physical 

count sheets, the physical count sheets are signed by the counters and forwarded to the responsible 

PA WC employee to be entered into the JDE system. Once the count numbers are entered into the JDE 

system, a variance report is produced from JDE. This report identifies differences between the physical 

count and the perpetual-inventory records. 

The local field operations manager reviews the variance report, and the physical-inventory count team 

recounts parts that have significant unresolved differences to verify that their original count was 

accurate. These counts are performed with the perpetual-inventory quantities listed on the physical­

inventory list. A PAWC employee then enters the adjusted counts into the .IDE application. Remaining 

variances \vill be printed on a new variance report. The recounts may be repeated two or three times 
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until significant variances are resolved, if possible. The root cause 0 f the remaining variances is 

researched and explanations are written on the variance report for signitlcanr remaining variances. The 

local field operations manager reviews and approves the final JDE variance report. 

The designated PA WC employee enters the final inventory count numbers into JDE for those parts that 

were recounted. Once the physical-inventory count has been entered into the JDE application, the 

physical-inventory sheets and the approved variance reports are forwarded to the Fixed Assets group. 

This group is then responsible for posting the adjustments to the GL. 

A physical cycle count of chemicals (stock C) is performed once per year, typically between September 

and November, in coordination \-vith the Fixed Assets group. Each location that has chemicals is 

required to perform the cycle count according to the "Field Inventory Cycle Count" manual. Upon 

completion of this count, the results are forwarded to the Fixed Assets group for posting of the 

adjustments. 

A physical count of fuel (Stock D) is performed monthly. PA we has two locations that have fuel 

storage facilities, those being the service centers at Bethel and Hershey. Each location that has fuel is 

required to perform the cycle count according to the "Field Inventory Cycle Count" manual. Upon 

completion of this count, the results are forwarded to tbe Fixed Assets group for posting of tbe 

adjustments. 

The physical movement of items in P j\ \V'C includes the follov.r:ing forms of transactions: 

4> Issuance of inventory to contractors 

<t Issuance of inventory to contractors' warehouses 

<t Issuance of inventory to PA \X'C employees for new construction, repairs, and main tenance 

* Transfers between PA. \V'C storerooms 

• Chemicals transactions 

.. Fuel transactions 

The following forms are used in the movement of materials and supplies at PA WC: 

4> kIaterials ExtimateJ Form -- This form contains the details of the scheduled work that is to be 

performed. The contractor or PA WC employee uses this form as guidance as to the details of 
the work that needs to be completed. 

~ Tap Order Form - Tap orders are used for new services installations. The tap order form 

contains the address where the work is to be performed, the GIL account coding for the work 

to be performed, a sketch of the work to be performed, and a list of the service materials and 

supplies that need to be issued for the job. Service materials and supplies are service parts that 

are used to connect a water line to a property (i.e., copper tubing, meter pit setting, etc.). 

t 271 FO!7lJ - The 271 form contains a list of all inventory items charged from stock or returned 

to stock with the associated account coding for each material. 
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• Contractor ImJoitfJ - PA. \'(iC is invoiced by the various contractors based on the amount of work 

they have performed (i.e., feet of pipe installed). 

* Daily Job SlmtJ - The job sheet contains detailed information of the work performed either by 

PA we crews or contractors. It includes the amount of parts and material used by type and the 

date the work was performed. The PA \X'e Inspector completes this form and signs off on it. 

The material usage and issuance data that is contained on these forms is entered into the JOE 
procurement module. This data is used to decrement (or replenish in the case of returns of material to 

the storeroom) the on-hand inventory balances that are included in the JOE database. 

Materials are also issued to PA we employees for new construction, repairs, and maintenance. Non­

service materials are issued directly from inventory to a job or are expensed to maintenance. To return 

non-service material to the storeroom, a 271 form is prepared and is given to the designated reviewer 

and approver. Service materials can be issued from the storeroom or vehicle (roiling stock) directly to 

the job, or they can be expensed to maintenance depending on their use. When service material is 

maintained on Pi\. we vehicles, it remains part of the storeroom inventory in the JOE application until it 

is placed into use. Field Operations employees can replenish their trucks at any time by requesting 

service materials with a form, by making a verbal request of the storekeeper, or by retrieving the 

materials and supplies directly from the storeroom and filling out the requisite forms. At the conclusion 

of each service-installation job, when material is used from the vehicle rolling stock, the employee 

completes a stock issue form (Form 271 or tap order). This form indicates all of the materials used for 

tbe job as well as the associated accounting code for each item. The employee is required to sign the 

stock issue form and submit it to the designated Pi\. \V'e reviewer and approver (this person would 

normally be a supervisor or inspector). The document(s) is then forwarded for review and entty into the 

JOE application to decrement the on-hand balance inventory. 

After all tap order forms and 271 fOrolS have been reviewed and approved, they are forwarded to the 

designated Field Operations group's administrative personnel for recording. The materials and supplies 

are not relieved from inventory or issued back into inventory until the administrative personnel member 

enters them into the JOE application. However, the policy at PA we is that these orders are to be 

entered within five business days. 1\S t.hey are entered at only a few designated locations and the data 

must be transmitted to these locations, the entty of data that decrements the inventory is by no means 

timely and results in inaccuracies in the inventOlY on hand balance numbers. The administrative 

personnel member writes the issue or return document number on the 271 form and indicates the JOE 

document number. Such a notation serves as evidence that the goods transfer was entered into the JOE 
application. The issuing and receiving function is locked by the A \X1\XiSC's Fixed Assets group at 

month-end during the closing period, which lasts approximately tl1ree to five days. During this time, 

issuances and re~eip~s are maintained until the beginning of the following month. The issuances and 

receipts can~then be entered into the JOE applicatjon. The Fixed Assets group is responsible for 

performing the reconciliation of the perpetual inventory to G /L to verify that the goods movement has 

been properly recorded. 
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~ Intra-company transfers are transactions that take place between PA WC storerooms. The intra­

company transfer is authorized bye-mail from the reguesting storeroom to the transferring 

storeroom. The transferring storeroom completes the 271 form and enters the transfer into the 

JDE application. It then ships the reguested material. The reguesting storeroom inspects the 

material upon receipt and, if material is refused, contacts the transferring storeroom. 

• Inter-company transfers are transactions that take place between PA\VC storerooms to/from 

other American \Vater operating companies' storerooms. The receiving company sends an e­

mail to request a transfer of inventory. The company releasing the inventory e-mails the Fixed 

i\ssets group, copying the receiving company. This e-mail contains the part number, 

description, guantity,from-the-storeroom number, from location (if applicable), and to­

storeroom number. This e-mail represents authorization of the inventory transfer. The 

company receiving the inventory is to confirm receipt of the transfer ,'v;th an e-mail to the 

Fixed Assets group. The "to" storeroom number and the "to" location (if applicable) are to be 

included in this correspondence. The e-mail represents authorization for the inventory receipt. 

The Fixed J\ssets group, upon receipt of notification from both parties, processes an inventory 

transfer. A \''V,\VSC ,,,ill record the transaction only upon receiving an e-mail confirmation from 

both the receiving and transferring storerooms. The reguesting company inspects the material 

upon receipt and, if material is refused, contacts the transferring company. 

Chemicals are ordered as needed against a national agreement (blanket PO). Upon delivery to the 

appropriate facility, the chemicals receipt documentation is entered into the JDE procurement 

application by the responsible PA. WC operations representative and is matched against the appropriate 

purchase order (PO). At least once a month, an inventory cycle count is performed and issues are made 

from inventory to record the guantity of chemicals used during the period. The monthly count and 

issues from inventory are prepared and approved by the local Field Operatjons group. A. full physical 

inventory of chemicals is also performed on an annual basis 

Fuel is received as needed at the appropriate fuel storage and distribution facility and is placed into 

inventory. Once a month, a fuel-volume physical inventory is performed and the inventory is adjusted 
as needed. Adjustments to filel inventory are prepared and approved by the local Field Operations 

group. The approved adjustment is recorded into the JDE application locally and is then posted by the 

A \V"\VSC Fixed j\ssets group. 

All inventory movements are entered into the JDE application by a designated Field Operations group 

administrative personnel member. Only the designated administrative personnel have the ability to 

enter inventory movements in the JDE application. _!\.ccess to the JDE application is reguested and 

approved by the individual's supervisor by completing a User Access Reguest (CAR) form. The 

·completedCi\R form is submitted to the system administrator in the PA WC Information Technology 

Services department. 
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PA WC is currently using the J DE Enterprise Resource Planning (ERP) procurement apphcation, but 

PI\. WC is not using the Distribution Requirements Planning (DRP) inventory module that is offered as 

part of the apphcation. The JDE system produces four monthly inventory-related raw data reports from 

the World Writer system: 

1. i1ssets (on-hand balances of parts) 

2. Monthly transactions of parts taken out of inventory 

3. Cost per item in inventory (average cost of the item times the number of parts in inventory) for 

each item in each storeroom 

4. Monthly transactions of parts received into inventory (both item quantities and dollars) 

An Inventory Scorecard Report and a Summary Report, which are based on the above raw data that is 

extracted from the JDE system, are produced by the SC Procurement group. The data in the raw-data 

reports is not easily available online, and therefore one would have to contact the Fixed Assets group to 

get current version of this information. The Fixed Assets group also has inventory-related functions in 

relation to the ownership and maintenance of the parts-number listing and inventory-level data. 

The A .. \x/\VSC SC group maintains two A .. ccess databases that are inventory related and are populated 

with the raw data that is extracted from the JDE system. One contains information on the various 

storeroom facilities. The other contains item-related data, such as part numbers, part descriptions, 

min/max information, ABCD analysis, and part classifications. 

These Access databases and the JDE raw data are then pulled into an Excel spreadsheet that was created 

about three years ago by a consultant. The spreadsheet, which is produced on a monthly basis, contains 

six sections, as follows: 

1. An instructional page 

2. A high-level overview of the inventory turns for the month by region, state, district, and storeroom -

This data is not presented by item number, but rather by the following inventory categories: 

Pipe turns 

1'\ on-pipe turns 
Chemical turns 

3. j\ graphical presentation of the inventory turns data that was presented on the second page, 

showing historical trends in the inventory turns for the last approximately 18 to 24 months. 

4. A database page that calculates what inventory items each storeroom has that are over its 

designated maximum-inventory on-hand balance level - this report includes only overages, not 

shortages. J ts data is classified according to three categories: within maximum (max), slightly 

over, and over by a large amount. 
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J. Detailed information on parts, part numbers, part classifications, minimums (mins), maximums 

(maxs), recommended levels (usually basically an average of min and max), on-hand balances (in 

quantities and dollars), identification of parts that are below their listed mins, calculation of the 

dollar amount in inventory for each item, etc. (Note: PA we does not identify or track safety 

stock levels per se, but rather uses nuns as a substitute.) 

6. Inventory turns detail, including monthly demand, quantity on hand, and turns by item by storeroom. 

These reports are posted on the American Water QuickPlace Intranet site, where they are accessible to 

designated employees. 

From the above data, another set of monthly reports is created. These reports present summarized 

inventory-turns data on a state-by-state basis. Such reports include three numbers for each state: 

$ Month-end on-hand inventory in dollars_ 

~ Demand during the month in dollars. 

'*' Summary of total monthly inventory turns for the state. 

This summary report goes to managers and the individual storekeepers. It also contains the same set of 

three numbers, in an historical sense, for the last twelve months. While this report can be run by 

request at any time, it is generally only rlln at year end and is very seldom requested more frequently. 

";\~ internal auclit of selected aspects of the inventory function was completed in November 2005 by the 

American \"X!ater Internal Auclit Services group. /l.s stated in the audit report, the purpose of the auclit 

was to review and evaluate the adequacy, effectiveness, and efficiency of in"ternal controls and to 

determine compliance ,-vith corporate and regional policies relating to billing, payroll, and fleet vehicle 

management. The audit scope for the inventory portion of the internal audit was statewide. The final 

audit report included negative tlndings in relation to the following topics: 

* "Information in the inventory database is not complete or accurate." 

• "There has been no analysis of inventory quantities for excess and obsolete items and there is 

no written inventory management plan for reducing excess and obsolete inventory" 

Findings & Conclusions 

Finding iV-25 Based on the numerons inventory procedures and systems deficiencies 

that were identified during the course of this audit, it appears that the 

i.nvcntory data aIla calculations that Me produced by FA \VC are inaccurate 

to some ext('lH. 

With the number of significant deficiencies that were identified in the inventory procedures and systems 

(such as a lack of standardized policies and procedures, deficiencies in storekeeper training, and 

clifferences among the storerooms in the physical security measures used), it would be hard to conclude 
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that the inventory numbers that are in use every day at Pi\. \'{!C are accurate. i\ similar conclusion was 

reached as a result of an internal audit that was conducted in November 2005, which stated that 

"Information in the inventory database is not complete or accurate-" Because the inventory procedures 

and systems that are in place at PA WC are not significantly different from or improved upon since 2005, 

Schumaker & Company has found that this conclusion is still correct. 

Due to a lack of overall data that is maintained and in light of the data collection techniques and systems 

that are used, the accuracy of the following data that was provided to Schumaker & Company, especially 

the data related to inventory tum rates, is highly suspect. (See Finding IV26.) Exhibit IV33 displays 

PA WC's inventory values, by lype, for 2003 to 2007 as provided by PA \'(!e. 

Exhibit IV -33 
PAWC Inventory Levels by Stock Type 

as Reported by PAWC 
2003 to 2007 

j)3,000,000 ,.-.. --.... ~ .... - .. ---------.==--.--------.. -~----------. 

52,500,000 +-----;--j 

52,000,000 

51,500,000 +----j 

51,000,000 +·············· .. ··· .. 1 

$500,000 

so 

III Stock C .. Chemicals 

o Stock E .. T&D IVfate.rials 

Source: Information Respon,e 858 

It should be noted that the Schumaker & Company analysis of the inventory levels identified a 

discrepancy between two pieces of documentation related to inventory levels that were provided by 

Pi\' We. To be exact, the inventory levels that were reported for EOY 2005 were different by $63,000. 

In response to an inquiry for an explanation, Pi\' WC management stated that it believes the discrepancy 

is due to closing the books for year-end early in December for the years 2003-2005. p",,-WC 
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management further stated that it was unable to reconcile the difference, bur believed the reports used 

to provide a response to information.response 321, which came from the inventory accounting system, 

was not run at the exact time the books were closed in 2005. Conversely, informat.ion used in PA \VC's 

response to information response 858 came from the JDE financial software, which serves as the basis 

for amounts appearing on the balance sheet. 

Exhibit IV-34 displays PA We's Stock E inventory turn data for 2004 to 2007, as reported by pj\ we 
(The first year PAWC began tracking inventory turns was 2004; also, pipe was not included in the 

calculation until 2006.) No data is available for Stock C or D turns, as PA WC does not track this data. 

The formula that Pi\ WC uses for calculating inventory turns is 12-month running demand divided by 

month-end inventory level, which is the industry standard calculation methodology. Again it must be 

stated that the accuracy of the following data is suspect due to inconsistency in the data collection 

procedures and the absence of a viable and fully functional inventory management computer system. 

This accuracy problem is demonstrated by the extreme increase in the inventory turns data between 

2005 and 2006, although part of this increase was explained by PA WC as being due to the fact that prior 

to 2006, American Water Companies, including PA WC, did not include distribution piping in the 

inventory turns calculation. However, Schumaker & Company consultants have never before seen 

inventory turns that were this high at any of the many utilities that we have previously audited. This 

observation, combined with the operational problems presented by inadequate inventory data collection 

and monitoring computer systems and the overall lack of materials management procedures and 

oversight, leads to even more reason to question the veracity of this data. 

Source: lllform~rion ResponSe> 319, 856, and 857 

8/7/2008 

Exhibit IV-34 
PAWC Stock E Inventory Turns 

as Reported by PAWC 
2003 to 2007 
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i ... gain Schumaker & Company consultants identified discrepancies in the inventory turns data between 

two documents that were supplied by PA. WC In response to an inquiry concerning this, PA WC replied 

that they believed that this was also due to timing errors related to the times that the reports were run. 

Exhibit IV-35 illustrates Stock E inventory turns by warehouse for 2004 to 2007, as supplied by PA \VC 

Again, this data is highly suspect for the reasons that were stated above. 

Exhibit IV-35 
PAWC Stock E Inventory Turns by Warehouse 

as Reported by PAWC 
2004 to 2007 

2005 2006 2007 

District Dec-04 Dec-OS Targets Dec-06 Targets Dec-07 Targets 

PENNSYL VANIA 1.89 289 5,OS 15.31 6,60 10.50 14,08 

1'1\.- ABINGTON 6.65 11.07 1 (I,S,) 23.62 22.5l l 14.49 2:1.2'; 

1':\. BANGOR 1.18 4.82 3.WJ Ism 6.4(; 26.32 1l.50 

PA-BERWICK 0.92 0.58 6 ~)g 6.61 1.'J& 5.87 .\2.} 

PA- BROWNSVILLE 1.06 6.92 ~~.75 63.14 FjA7 23.03 ~L2S 

"A-BUTLER 2.62 3.% 9.!)() lli.62 6.')'7 3.82 f2.0P 

P.-\- CLARION ·0.12 7.02 3.'17 17.53 12.il ?.44 132-d 

1',\- COATESVILLE 1.32 1.33 g.l ~~ 4.59 lAB 5.10 -!.i~j 

PA- FRACKVILLE 1.80 1.15 ).):) 5.43 :~.7(~ 2.94 ,t5iJ 

PA- HERSHEY 3.30 2.48 7.93 14.6/ r.J~~> '10.16 9.5i:t 

P:\- Il\:Dl:\Ni\ 1.18 3.32 -;,<)8 21.75 6.7"> 1:l.29 !,*.! 

I'A- K,\NE 2.10 3.93 2AO 27.24 2)JO 11.37 1P}l1) 

PA- LElllVlAN PIKE 2.09 4.60 2j2 62.0\) ~.SO 18.28 ;2..Uq 

PA- MCl\JURRA Y 1.53 2.57 1,43 28.80 7.70 17.00 }6}M 

J'r\- MECH,\NICI:WRG 2.80 3.23 9.06 16.52 ! L57 13.31) L2.25 

1':\- MIU'ON 1.53 5.24 -' .. q 11.41 n.40 7.1)0 ~ 2.f)f) 

PA-l\.JON VM.I.f':Y 3.29 3.22 S.77 1?6:l 6.~6 26.67 !lSi; 

PA- NAZ,\RETH 1.94 12.34 Ll5 40.19 1(,.')\ 25.flf) 2j-~JjO 

1',\. NEW CASTLE/ ELLWOOD 2,42 4.01 5.56 27.67 1·f.-!2 18.55 ILd!} 

PA.- NORRISTOWN 3.81 4.05 5.6') 30.87 (lAS 23.57 to.4p 

1'£\- PUiLlPSBURG 2.04 7.47 9.79 16.14 1454 18.74 }).50 

PA- PITTSBURCII '1.69 1.93 ·$.14 8.68 -J. t)!) 7.70 {).45 

P.-\- POCONO 1,48 18.16 7.1.7 68.30 lty.5t 19.37 VH}!.) 

1'1\- ROYERSFORD 4.17 7.27 6)) 17.65 (},"4 34.74 I Lilo 

Pr\· SlJSOUEH;\NN,\ :'.61 4.05 7); 24.88 (; .. t6 6.00 Hi.'1:P 

PA- UNIONTOWf'.:! CONNELLSVILLE 1.56 6.24 632 61.98 7.59 24.94 3 LOll 

P:\- W,\RHEN 2.32 1.11 7.76 7.59 4.1:, 1.70 K25 

1':\- WILKES BARRE! SCRi\NTON 2.06 7.80 <l.lAl lUfl .1):\2 7.99 7.75 

PA- WYOMISSING 0.29 6.22 ~j:,S5 12.01 l-P!'; 15.05 tt; I}!) 
PA-YARDLEY 0.96 1.59 ·,(6."; 9.92 -l.il~ 5.81 6.(1; 

P.A- Gl.EN\! Al.SACE N/t\ N/A N/,\ N/A N/r\ 29.78 N/A 
1'..1.- POCONO SEWER N!i\ N/,\ N/A N/i\ N/f\ 21.83 N/r\ 
PA- PUNXSUTAWNEY NII\ N/,\ N/A N/A N!A 2.76 N!;\ 

Source: Infonnation R<,sponoco 319 and 856 

Many factors can influence the turn rate from one warehouse to the next. According to PA \VC 

management, an explanation of variances would reguire significant inventory analysis; therefore, it was 
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not provided. PA we management did provide some general statements that were made to support the 

fact that differences occurred. Specifically, pj\ WC management stated the following: 

~ The turn rate is much higher in areas with low maintenance reguirements and high project 

reguirements, which would cause the stocking locations to keep a relatively small amount of 

normal O&M inventory on hand, but still have a large demand for materials to be used on 

projects. 

~ Pipe sizes located \vithin the territory served by each warehouse are different, thereby a territory 

system that has a large range of pipe sizes is reguired to keep a larger amount of inventory on 

hand. Having this larger amount of materials in inventory increases the dollar value of the 

inventory at such a location and therefore decreases the turn rate. 

An inquiry was made to PA WC concerning an explanation of the reason that most of the warehouses 

experienced higher turn rates in 2006, then these turn rates dropped again in 2007. PA WC responded 

that early in PA WC's 2005-06 inventory reduction initiative, individuals responsible for inventory levels 

at the local warehouses reduced levels to achieve higher targeted turn rates. Experience demonstrated 

that the levels were too low. Also, during this time, delivery lead times for certain stock items increased 

significantly. Consequently, adjustments were made to balance operational requirements and fiscal 

responsibility and, as a result, Stock E balances increased and inventory turns decreased. 

Incorrect operational data makes running a viable and efficient materials management operation all the 

more difficult. \vhen actions and conclusions are made based on inaccurate data, in many cases, the 

resulting actions also tend to be incorrect. Data accuracy in the inventory function is an essential 

requirement of being able to run an effective inventory system, be it in a utility, a manufacturing firm, or 

any other business operation. Commonly-accepted materials-management best practices place great 

emphasis on the accuracy and integrity of the data that is used to manage an inventory function. 

Finding IV-26 The Inventory management computer systems that are currently in use are 
very om of Jate and the data that is collected is by no means sufficient to 

maintain proper control of inventory. 

PA. we does not use a company-wide, integrated inventory-management computer application. As of 

the end of 2007, PAWC was using a 12-year-old version of the JDE procurement application as its 

materials management system. \vhile such a module does have some inventory-monitoring capabilities, 

they are very limited at best. \vhat's more, they require numerous workarounds and additional 

computer programs to be able to function as even a very minimal materials management system. This 

limitation results in a lack of both accurate data and detail on the inventory as well as a severe lack of the 

operational features and functionality that would be included in a contemporary ERP materials 

management module. This deficiency is critical in nature and has a significant deleterious impact on the 

ability of the PA WC materials management function to properly support the operations of the Field 

Operations groups. 
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Because PA \XlC does not use a company-wide, integrated inventory-management computer application, 

it is difficult to tell at this time what its inventory levels should be. Using the levels shown in 

Exhibit IV-33, Schumaker & Company believes that PA WC should at least be able to reduce its Stock E 

- T&D Materials inventory levels to $2,100,000, approximately what it experienced in average between 

2005 and 2006, as a result of improved and timelier information on inventory levels at each location. 

The use of an integrated inventory management system (which we have been told American Water has, 

but PA WC does not use) would likely allow PA WC to reduce its inventory levels from those recorded 

for 2007. Based on achieving a $2,100,000 Stock E inventory level, P j\ WC would be able to reduce its 

Stock E inventory valuation by approximately $400,000 (difference between 2007 level and $2,100,000), 

a one-time savings. Assuming 25% inventory carrying charges (which is the general industry standard), 

PAWC would also be able to reduce its annual costs by approximately $100,000 (25% x $400,000). 

While PA we has stated that in 2005 and 2006 it experienced operational problems when mnning at 

these inventory levels, the implementation of an integrated inventory-management system should allow 

PA \Ve to achieve these levels and operate ",-ith few problems due to the signiticantly improved 

availability of accurate and timely inventory information. 

Finding IV -27 There is no centralization or leadership in the materials management 
function ,n American \",\:rater operating companies, induding PAWC. 

There are no clearly defined levels of authority or designated responsibility for the management of 

inventory at PA. We. As a result of the Supply Chain group having no responsibility for inventory 

management and control, there is no central point of inventory management and focus within A \V'WSe. 

Rather, this function is left to the responsibility of the individual state-operating companies, with 

essentially no guidance. This is also true at P.-\ we with the exception that one of the Network 

Operations supervisors has taken it upon himself to oversee some of the activities of the various 

storerooms. However he has no designated authority to force that correction to procedures and 

processes to be made at the individual storerooms outside of the Pittsburgh district. (He has been given 

this authority in that district, but it is still on a part-time basis due to his having other assigned 

res pOll sibili ties.) 

In the past, this Network Operations supervisor performed more inventory-related functions sllch as 

producing a listing of surplus or obsolete inventory based on data that was sent to him by the individual 

storerooms. However, because of his time constraints, he has had to curtail these activities. 1\S such, 

there is now no listing produced of these obsolete items within P 1\ We. 

The lack of designated management ofthe mate~ials management function at both j\ WWSC and PA we 
has resulted in each storeroom performing its assigned functions in the manner it best sees fit. 

Inspection of several storerooms performed by Schumaker & Company consultants found a wide range 

of daily operating procedures, housekeeping, and physical security measures for the inventory as 

employed by the individual storerooms. 
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Finding IV-28 No standardized, comprehensive inventory-management policies and 
procedures exist for either American \Vater in general or for PA \VC 

In response to the Schumaker & Company request for copies of the "materials management, inventory 

and warehouse/stores procedures manuals," two documents were provided, those being: 

t A copy of the "2006 Sarbanes-Oxley 404 Program Process Narrative," which was last revised in 

IvIarch 2007 - A t just six pages in length, this document provides only an overview of portions 

of the inventory process that was developed to satisfy the requirements of the Sarbanes-Oxley 

Act. It does not contain nearly the amount of detail that would be found in a good set of 

materials management procedures. For a company the size of PA WlC, it would be expected 

that a comprehensive malerials-management procedures manual would be quite voluminous. 

Only a reference document of such mass would allow for the presentation of a sufficient level 

of detail as required to perform the materials management funct.ion in a standardized and 

comprehensive manner. Also, because it is not in the format of a procedure, referencing and 

looking-up procedures requires a manual scan of the document for the topic of interest. 

M.oreover, revision control can be applied only to the document as a whole. 

~ A copy of an American \Vater PowerPoint presentation on the topic of "Inventory Cycle Count 

Training" - UnfortunMely, the presentatjon is completely based on how to conduct cycle 

countS llsingthe JDE Distribution Requirements Planning module that PAWC does not own. 

Therefore, it is of no use to PA We. A.dditionally, because it IS presented in the format of a 

presentation rather than a structured procedure, it is essentially useless for reference and lookup 

purposes. And because it is not in the form of a procedure, revision control and recording 

would be impossible. 

Finding IV -:29 Insufficient ltlventory-sldHs tmi.ning is provided to storeroom personnel. 

The PA WC employee who is responsible for the operation of the storerooms is generally a supervisor in 

the 1\ etwork Operatjons group who handles the function on a part-time basis. Upon being given these 

responsibilities, no formalized training program, either internally or externally, was provided to instruct 
these former field operations personnel in the proper procedures to be follo,-ved in maintaining and 

tracking the inventory. Rather, training is done on an informal basis by someone who has some 
"limited" knowledge of the timction. 

Finding IV -30 Then: is currently no standardization of part numbers across the PAWC 
sWrerooms or Amerlcan \Vater operating companies in general, ahhough 
this situation is being n:vic'wcd at the current time. 

An A \V\'VSC Part l\umber Standardization Committee was established in 2006 and has been working 

on the development of a standardized part-numbering scheme that is to be used across all A.merican 

Water operating companies. As of December 2097, this effort was still in progress. When this effort is 

completed, PA WC should be an early adopter of this part-numbering format. In that way, it would 
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eliminate many of the problems and much of the administrative work that results from having a non­

standardized part-numbering system. This ado('tion "\Nil! facilitate the ordering of items, improve 

communication between stockrooms, and is essential if an ERP materials management application is to 

be implemented. 

Finding IV -31 There are no inventory grid systems in the PAWC storeroorns, making the 

location of patts difficult und time consuming for those who are nM 

familiar with the inventory layout at that particular storeroom. 

An inventory grid system (row, rack, and bin) is ctitical to the efficient functioning of a storeroom. 

While the primary storekeeper may know the locations of items, others who need to find parts would 

have a hard time locating them withom a grid locator system and clear labeling of the physical rows, 

racks, and bins. Additionally, the lack of an inventory grid system presents the opportunity for "losing" 

parts that are put in a different location than normal or parts that are not used on a regular basis. The 

current software system that is used for materials management will not support the identification of item 

locations as it does not have that functionality. However, a contemporary ERP materials management 

module would certainly have this capability. 

Finding IV -32 There is no standmdized, formal cyde-nHmting program in place. 

Each storeroom is left to decide whether and how to do cycle counting. There should be a standardized 

procedure and frequency for this process that is to be followed by all of the storerooms. Because the 

current materials management application does not support cycle counting, a temporary workaround 

would have to be developed for this process until a new ERP materials management module was 

implemented. 

Finding IV-53 PA ,we does no; h~vc a mechanism to identify and report on material that 
is obsolete or held in ex(:essive quantities. 

The identification of obsolete and excess material is at best difficult. Because such an obsolete/ excess 
analysis has not been performed since at least 2006, when tbe.t\ \\l\VSC Inventory Management group 

was eliminated, it is fair to assume that there are significant quantities of obsolete/excess material in 

some, if not all, of the storerooms. This obsolete/excess material is truly a waste of money in that it has 

to be maintained and counted Vvith no resulting benefit. It also takes up valuable inventory storage 

space in the storerooms. \\iithout a computerized analysis and report of inventory movement, this 

iden6fication process would be manual and difficult to undertake. j\dditionally, there should be a 

standardized inventory-management plan that addresses how to deal \.vith this topic. Unfortunately, no 

such plan exists, and without the data, it would be almost impossible to perform an}'\.vay. 

It should be noted that the internal audit of the inventory function that was conducted in 2005 that 

identified the existence of this problem. 
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Mainten~mce items ate not inventoried and therefore can only he 

reordered based on visual inspections. 

The current materials management application is not being used for those items that are labeled 

maintenance items, despite the fact that such items were relatively numerous in the storerooms that 

Schumaker & Company consultants visited. Therefore, the on-hand balances of maintenance items 

must be determined through visual inspection. Such visual inventory monitoring is fraught with the 

potential for errors and this practice could result in stockout situations. 

191 

Finding IV-35 The strategic parts inventory could be reduced for PA we by consolidating 
them into a few strategic inventory locations. 

Strategic parts are those that are used on an infrequent basis, but are necessary for emergency repair 

situations. However, this necessity does not mean that all of the parts have to be stored in all of the 

storerooms. Rather, a few storerooms that are geographically diverse could be designated as the 

repositories for these parts. Then, all of the strategic parts could be centralized in these locations, which 

should present an opportunity for reducing the numbers that are kept in inventory. When a need for 

these parts arises, the required parts would be shipped, by whatever means necessary, to the location 

needing the parts. Based on the geographical diversity of the centralized strategic parts storerooms, this 

storage strategy should result in a delay of only, at most, a few hours. Because the requirement for these 

parts is very infrequent, this minor delay is a worthwhile tradeoff for being able to reduce an expensive 

portion of the PA WC inventory. Furthermore, most delays in part arrivals would occur concurrently 

with preparatory work at the work sites. 

Finding IV-36 Inventory maintenance and contto! is inconsistent across the PA we 
storewoms and the control of inventory was observed to cover the range 
from inadequate to sufficient. 

Proper inventory maintenance and control is the result of several factors, ,lmong them: 

., Ability to track the inventory levels and movements in an automated fashion. 

• Proper physical security in the storeroom to guard against items being taken from inventory 

without the proper paperwork! data entry and shrinkage. 

* Consistent adherence to proper inventory-control procedures including item receipts, item 

transfers, item issuing, and cycle counting. 

Observation at several storerooms by Schumaker & Company consultants found that adherence to the 

above tenets was'very inconsistent. \Vhile some of the storerooms appeared to have a reasonable level 

of inventory control, others were seriously lacking in this regard. Much of this problem is the result of a 

lack of proper, standardized inventory-control procedures, detlciencies in the training of the 

storekeepers, and a seriously deficient materials management computer system. 
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Finding IV-37 The vast majority of the storet()oms that were visited hy 
Sdmmaker & Company comndrams did not have a (;omputer terminal in 

the storeroom area; rather, data entry and lookup were the responsihility of 
an <.Hiministrative person in the each of the service center front offices. 

Contemporary materials management best-operating practices call for computer terminals to be located 

in the storeroom area. They also mandate that data entry be done by the person who is responsible for 

control of the inventory. This storeroom location provides several advantages, including: 

• Significant reduction in the number of inventory transactions that are not enrered (or entered 

improperly) into the system - It has been found that if the computer is right there at the point 

of transactions, there is a much better chance of the data being entered in a timely and accurate 

manner. 

.. More incentive for the consistent use of the computer terminal by the storekeeper and a greater 

requirement that hel she learn how to use the system properly. 

+ Elimination of transcription or interpretation errors due to having an employee who is not part 

of the materials management operation performing the data-entry function based on hand­

written detail of the transactions. 

Each of the above items would serve to render the materials management operation more consistent 

and accurate. With the advent of a new materials management application, these local computer 

terminals w-ill be an absolute reguirement. 

Finding IV -38 Under the current procedures, wUing stock (that being the inventory that 
is carried on the field operations trucks) is trackNi uS paN of the on-hand 
halance of parts. 

The on-hand balance that is shown on the existing computer system is composed of the items that are 

stored in the materials management bins and the items that are carried in trucks. Inventory items issues 

are not recorded at the time the material is taken out of the storeroom. Rather, the on-hand balance 
inventory is decremented \v-ith the completion and closeout of a work order (which contains a parts list). 

In the numerous materials management reviews that Schumaker & Company consultants have 
performed, we have never seen this type of operational procedure before. Standard operating practice is 

to decrement the item on-hand balances at the time material is issued from the storeroom. The current 

Pi\. \VC procedure presents many problems, among those: 

.~ The amount of material that is 011 the storeroom shelves is not refl~cted accurately in the 

current. materials management application. That is because the on-hand balance numbers 

include the rolling stock and rolling stock is not easily located when needed. This inaccuracy 

leads to a reguirement for reordering to be done on the basis of visual inspections rather than 

computer-generated data. The visual-inspection method of inventory control presents 

significant problem in terms of the possibility for stockout situations to occur and is very 
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~ In order to do a physical inventory (which is done on an annual basis), all of (he rolling stock 

must be counted. This task reguires that the inventories be done at night while the tmcks are in 

the garage. Having to inventory stock in multiple trucks increases the possibility for errors in 

counting. It also makes the physical inventory process much more complicated and time 

consuming. Furthermore, it makes cycle counting essentially impossible. 

* If a work-order materials list contains inaccurate information as to the material that is reguired, 

inaccuracies in the computer system's on-hand balance numbers will result from improper 

decrementing of inventory. 

This method of tracking inventory is fraught with problems and should be modified to a more standard 

method of operation. 

Recommendations 

Recommendation IV -24 Perform aU internal audit of the inventory data that is produced and 

used by PAWC to rletermille the ~-tccuracy thereof. (Refer to 

Finding IV-25.) 

Performance of an internal audit is the best means to determine if a problem exists with the inventory 

data that is produced and used by the various PAWC storerooms. Such an audit would also gauge the 

severity of such data inaccuracies if they are, in fact, identified. It is the recommendation of . 

Schumaker & Company that such an audit focus on a wide range of the PA \VC storerooms due to the 

inconsistencies in operations that were identified. It is our belief that the ,data at some of the larger 

storerooms, such as the Bethel facility in the Pittsburgh District, will be reasonably accurate thanks to 

the attention to procedures and details that was observed at that facility. However, the smaller 

storerooms that are often mn by employees who do not have significant experience \\lith or training in 

materials management would be more likely to have data compromises and accuracy problems. 

Schumaker & Company consultants observed more inconsistencies at the small FA \VC storerooms than 

at larger facilities. 

RecommendatIon IV·Z5 Initiate an ERP materials management module: eV~lluation and 

selection pwcess with the intention of identifying a. fully integrated 
ERP application that would serve the needs of the PA\"\!C materials 
management function. (Refer to Finding IV-26.) 

This materials management application evaluation and selection process should be performed as a part 

of an A.merican \X'ater-wide initiative to identity, evaluate, and select an ERP soft\vare package that 

would satisfy the needs of all its operating companies. While PA WC could, theoretically, purchase a 

standalone, off-the-shelf materials management package, such a package would not serve the 

requirement of having integration between the procurement module and the materials management 
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module. This programmatic link and the ability of each program to provide data to the other are critical 
to the efficient and effective operations of the materials management function. While an integrated 

procurement and materials management module could be purchased and implemented, it would 

certainly be more beneEcial if it were part of a full ERP package. That beneEt, again, is derived from the 

integration among all of the modules, particularly with the financial and workforce management and 

planning modules. 

Recommendation IV-26 Establish a central point of management and responsibility for the 
materials management function at both AWWSC and PAWC. 
(Refer to Finding 0-6.) 

Schumaker & Company consultants have never previously reviewed a utility organization that did not 

have centralized management and control of the materials management function. As a matter of fact, 

this centralization is normally a major point of focus for most utilities. Without standardization and 

discipline of the materials management function, the operation of the company can be expected to 

suffer from both an operational and a financial perspective. 

Therefore, it is very important that PA WC and .r\ \VWSC establish this formal, centralized materials 

management stmcture on a priority basis. Not doing so presents a major risk factor in their operations. 

The primary focus of this Materials Management group would be to develop and enforce a standard set 

of proccdures that would be used to guide and control the operation of the various storerooms across 

all of the American \,\later operating companies. A.dditionally, a materials manager should be named or 

brought onto staff at PAWC. It would be the primary function of this employee 10 ensure 

standardizat.ion of the storeroom operations within PA \V'c. For a company as geographically diverse as 

PA \'(lC is, this standardization on the proper way to handle the materials management function is even 

more critical. Additionally, this materials manager would be responsible for monitoring the results 

achieved by each of the storerooms and for addressing any performance issues that were identified. 

Recommendation IV -27 Develop a comprehensive and detailed materials management 

procedures manual that IS specific to PAWC (Refer to 

Finding IV-H.) 

Such a comprehensive and ,detailed materials management manual would serve numerous purposes, 

including the following: 

• It ensures the standardization of processes across PA We. 

• It would be very detailed and written in cookbook fashion to allow it to be used as a step-by­

step guide to performing various material management procedures in the proper manner. 

¢ It can be used as a reference guide for existing employees who are unsure of the proper method 

of performing a task. 

~ It would provide lookup and indexing capability, thereby making it a quick and easy reference 
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~ It would be written in a manner that was specific to the unique situation and operating 

environment of PA we, thereby ensuring applicability in all situations. 

~ It would provide the capability to revise and track revisions to the procedures in the future. 

t It can be used for the training of new employees. 

Developing such a manual is a very significant undertaking, but the benefits to be derived from its use 

are also significant. This significance especially holds tme in a situation like that ofPA we, where a 

major emphasis is standardizing procedures across the diverse geography of the company in 

Pennsylvania. It is important that it be written in standard procedural format to allow for a step-by-step 

description of the included procedures and for proper revision control to be implemented. 

Recomrnendation IV-28 Establish a form;alized training program at PA \X!C for the personnel 

who have been dt'sif,TJhlted as being responsible for the matcrials 
managemcnt function at tile various storerooms. (Refer to 

Finding 1V-29.) 

Such training could be done on either an internal or external basis. The important consideration is that 

it be done in conjunction with a set of standardized procedures that are specific to pj\ We. This efIort 

should serve to ensure that standardization of materials management procedures is achieved at all 

PA. we storerooms. A series of refresher courses should also be established that would be held on a 

regular basis for existing storekeepers to reinforce their knowledge of proper operating procedures and 

to educate them as to new procedures andlor systems that had been put into place. 

Recommendation IV-29 Adopt and expeditiously irnplement at PA we the standardized 
part-number fornu,t that is being developed by the Pelfi Number 

Standardization Committee. (Rder to Finding rV-30.) 

.As stated previously, implementation and use of a standardized part-numbering system \\'"i1J facilitate the 
materials management function at PA \'(!C by facilitating the ordering of stock items and by improving 

the ability of stockrooms to communicate with each other. Additionally, such a standardized numbering 

system is required to perform a full ERP materials management application implementation and will 

permit the software to be used to its greatest advantage. PA we should expedite the adoption and 

implementation orthis part-numbering scheme to the greatest extent possible as it will render immediate 

benefits to the operation. 
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Design ;md implement a standardized inventory-grid location 

system at ail PA we storerooms. (Refer to Finding 1V-31.) 

An effective inventory-grid location system is not difficult to design or implement in smaller storerooms 

such as those that are used by PA We. i\ logical layout of the numbering system and clear marking of 

the physical bins are keys to making the system work effectively. A master design should be developed 

concerning location-identification nomenclature that would be used by all of the storerooms. The 

individual storerooms would then decide how to apply this system to their particular storeroom, because 

all of the PA we storerooms have different physical layouts. Also, a standard-location labeling practice 

should be developed and implemented to ensure that the labeling at all storerooms is as legible as 

possible. These location and labeling protocols will have to be implemented and used before an ERP 

materials management module is put into place. Because the current PA \Ve materials management 

software does not have the capability to handle this information, a relatively simple spreadsheet could be 

developed that would contain this information for each storeroom. Having this data already developed 

and available would certainly facilitate the implementation of an ERP materials management module. 

Recommendation IV-31 Develop and implement a standardized procedure for performing 
cycle counting that is to he used at all storerooms. (Refer to 

Finding rV-32.) 

A standardized procedure will be a reguirement at the time of the implementation of a contemporary 

ERP module. While the process would have to be temporarily manually driven, it still could be 

standardized to some extent in determining what and how many items should be counted and how 

freguently they should be counted. 

Recommembtion IV -32 Develop at! inventory managclllCflt phm that addresses how to 

identify and bandle obsolete and excess materiaL (Refer to 
Finding rV~33.) 

It would be beneficial for PA \~{e to develop an inventory management plan to address the subject of 

obsolete and excess materiaL Despite not currently having an automated program that identifies this 
material, it would be good to have this plan in place for the time when a contemporary materials 

management application is implemented. That way, it could easily be put to use at that time. 

In the interim, it may be possible in some cases to use the "dust test" to identify very slow-moving 

material. This test involves nothing more than identifying items that have accumulated significant 

quantities of dust. These items could then be checked through the Supply Chain group to determine 

whether they are still active and being purchased. While this procedure is, at best, a stopgap measure, it 

would still be better than no program at all. 
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Incorporate mainten~mce items into the <:urrent materi~lls 
management applicatiol1 to gain oeHer inventory control over these 

items. (Refer to Finding IV-34.) 

While maintenance items are not as critical to the operation as stocked parts, they still can create 

operational problems if a stockout situation occurs. Including them into the materials management 

application will also avoid having to perform constant visual inspections to determine whether a reorder 

is required. Again, with a contemporary ERP materials management module, these items would be 

included in the inventory. A.s such, it is better to add them to the system in advance to facilitate later 

implementation into a state-of-the-art materials management system. While it is likely that 

implementation of this recommendation may require some additional resources, it can be expected that 

the economic benefits that would be achieved, in terms of improved inventory control and operational 

performance, would outweigh the additional costs. 

Recommendation IV -34 Estahlish a sysrem of a few centralized storerooms that are to be 

used for strategic parts storage. (Refer to Finding IV-35.) 

A few (two or three) storeroom locations across the PA WC serviced territory should be selected based 

on their centralized geographic location in relation to other districts in their part of the state. These 

locations would be designated as storage locations for strategic pans and all of the strategic parts 

inventory would be transferred to them. After the parts have been aggregated, decisions can be made, 

based on historical usage (if this data is available) or accumulated knowledge of the operations groups, 

as to how many of tbe parts should be kept on hand to properly service that portion of the state. The 

excess parts should be disposed of in whatever is the most financially beneficial manner. In the future, 

wheri a need for any of these strategic parts arises, which is infrequent, they can be shipped or 

transported on PA WC vehicles to the requesting location. 

Recommendation rV-35 Implemt:nt a program at PAWC to standanlize the inventory 
maintenunce and control procedures across the PAWC storerooms. 
(Refer to Finding 0-15.) 

\V'hile some of this standardization will result from the implementation of a new materials management 

application, other items (such as physical security in the storerooms and knowledge of proper 

procedures by the storekeepers) will need to be reviewed and addressed separately. This review and the 
resulting procedural changes should be applied in a consistent manner across all of the PA we 
storerooms to ensure standardization. 
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Install computer terminals in secure locations at aU of the PAWC 

storerooms. (Refer to Finding IV<n.) 

The standard practice in contemporary materials management is to have the warehouse/storeroom 

personnel be responsible for the entry of data in relation to inventory transactions. This centralization 

of responsibility empowers the warehouse/storeroom personnel with complete control over the 

integrity of the inventory for which they are responsible. It also makes it necess"ary that they learn to use 

the inventory management software and become knowledgeable of its functionality. i\t the same time, 

it serves to eliminate the errors that tend to occur \vith the handwritten recording of transactions and 

the input of this information by an administrative person with no direct connection to the inventory 

transactions. Such proximity of computer terminals and their use by the storeroom personnel will be a 

requirement in the implementation of a new materials management software package. 

Recommendation IV -37 Develop and implement a ptocedum.i modification that stipuhtes 
that material is decremented from the inventory at the time of issue 
from the storeroom, not at the rime that it is used i.n the fieId. 

(Refer to Finding IV-38.) 

This new procedure is a necessity if proper control of inventory and inventory accuracy are to be 

maintained. Decrementing the storeroom on-hand inventory at the time of issue is a standard 

procedure in materials management. That is because it is the only way to maintain proper and accurate 

control of the on-hand balances in the storeroom. It puts the responsibility for proper control on 

inventory accuracy right where it should be-with the storekeeper. Again, such an industry standard 

procedure will be a requirement if a new materials management application is to be implemented. 
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This section provides a discussion of risk management services provided by American \\iater \Vorks 

Service Company (A'VV'\\iSC) on behalf of Pennsylvania-American Water Company (PA \'\fC). 

Background & Perspective 

Organization & Staffing 

Risk management services are provided to PA we through A \\l\VSC's Operational Risk Management 

and Financial Risk Management organizations. 

Operational Risk Management 

199 

ExhibitlV·36 illustrates the various risk management organizations, which arc located in Voorhees (N]) 
and at various regional offices. 

Exhibit IV-36 
AWWSC Operational & Financial Risk Management Organizations 

\\'O,,(kn~q ·\!:ulN.)m & R":.CphtJ"J~I:-

:;;> 

as of December 31,2007 
,~\';\'("S( 
DirnTf;( 
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Source: Iniormation !l(o'poose 257 WG Interviews 42 and 161 
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This organization's major areas of responsibility at the corporate organization in Voorhees include 

strategy, governance, iunctional coordination, and support resources in the areas of: 

• Insurance services -- bonding, certification of insurance, buildings risk, etc 

• Workplace safety 
• Physical, operational, and information-systems security* 

.. Business-continuity management* 

+ Workers' compensation and liability claims management 

• Event management 

* Refer to Chapter III - Support Servites (Information Technology and C/;apter V-Water Operations for 

further discussion regarding Chapter 101 compliance about information-systems security and physical 

operational security and business-continuity management, respectively, impacting PA WC operations. 

Previously, physical security was the responsibility of each region; however, in late 2007, this function 

was centralized at the corporate organization as a means of enhancing standm-dization across the 

American \Vater organization. 

One of the four Reg10nal Directors of Operational Risk ~!fanagement, as shown in Exhibit 1V36, heads the 

Southeast Region Operational Risk Management organization, which is headquartered in Hershey CPA). 
Reporting to this director are employees located in various Southeast Reg10n states, including Pennsylvania. 

The Southeast Regional Director and those employees in McMurray, Wyomissing, and Wilkes-Barre (PA) 

who are dedicated to PA WC operations are shown in Exhibit IV-37. 

Exhibit IV-37 
AWWSC Operational Risk Management Organizations 

Southeast Region - Pennsylvania Only 
as of Decernber 31,2007 

,\k\iUN"4~', PA 

Source: Information Response 1 and Interview, 42 and 16·1 
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~ Employee safety and health, including Occupational Safety & Health A.dministration (OSHA.) 

compliance 

~ Insurance services 

Bonding 

Builder's risk 

Certificates of insurance 

+ Claims/litigation management and adm.inistration for all types of insurance coverage, especially 

workers' compensation, general liability, and automobile liability and event management 

• Event and emergency management administration 

Operational Risk Management employees serving Pennsylvania include two Loss Control Managers 

(LCMs), who report directly to the Southeast Regional Director, and their direct reports. The LCM in 

McMurray handles western Pennsylvania and the LCM in \"Xfyomissing handles eastern Pennsylvania. 

Major activities performed by this group include: 

.. OSHA inspections 

,. Initial investigation/reporting of claims (if a higher level of response if needed, then the 

Regional Director gets involved) 

+ Coordination of safety training (OSHA, defensive driving, etc.) in which the following tasks 

occur: 

Annual schedule of anticipated tmining is made for upcoming March-February timeframe, 

with modifications as necessary. 

Weekly safety-meeting topics list is sent to each Pennsylvania supervisor. 

Training is provided either through J.J. Keller Safety & Health, weekly construction talks, 

contractors/vendors, the A \vWSC safety library, or the Operational Risk Management 

group itself. 

* \vorking together with Traveler's adjusters and attorneys (along with the Director and 

A \'(;-'\VSC attorneys, if necessary) on claims and litigation 

The Director of Operational Risk Management typically meets quarterly with all four Regional Directors 

for a one- to two-day meeting that is supplemented by bi-weekly conference calls. The purpose of the 

meetings and calls is to ensure standardization and coordination in implementing the risk management 

policies and practices. 
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The number of employees handling Pennsylvania operational risk management activities from 2002 

through 2007 is shown in Exbibit IV38. 

Exhibit IV-38 
Operational Risk Management Staffing Levels for PAWC Activities 

2002 to 2007 

7 

6 +-------------------------------
5 -l--------------------

4 

3 

2 

o 

Source: Information Re~ponse 114 
Actual and budget level~ for 2005 include onc A \'(/\'VSC employee. 
Acn..u and budget levels for 2006 and 2007 include tWO ,\ \'V\VSC employee,. 

Other employees reporting to the Southeast Regional Director (not shown in Exhibit IV·37) serve other 

Southeast Region states. 

One of the key operational risk management tar.gets at Pi\. we has been lost work days. A.merican 

Water management believes that through management commitment, training, coordinated efforts with 

its labor unions, and other pro-active actions, PA \Ve has reduced the frequency of lost work-day cases 

by 75% since 2004 (ro 2007), or approximately 25% per year. Also, in 2007, the lost work .. day case rate 
(LWDC) for PAWe was approximately 71% below the Bureau of Labor Statistics' (BLS) published 

2005 rate (latest available) for the water and waste,vater industry (0.67 PA we versus 2.30 industry). 

American Water management indicates that it will be revising its targets to focus on a reduction of 

overall injuries (not just lost work days). It will strive for this aim by incorporating OSHA reportable 
cases. 

Financial Risk Management 

The Financial Risk IVlanagement organization is a one-person "group" consisting of the Director of 

Financial Risk Management in Voorhees (NJ. This organization is responsible for financial/insurance 

risk management activities. Previously, this position held responsibility for loss control, underwriting, 

Schumaker & Company 8/7/2008 
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and claims; however, loss control (health and safety) is now handled by the Operations Risk 

!vlanagement organizations. 
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The Director of Financial Risk Management position is responsible for managing all types of insurance 

coverage, except health, life, and disability, which are handled by the Human Resources organization. 

Types of American \V'ater insurance coverage include: 

• i\utomobile liability (AL) 

" Comprehensive crime (employee dishonesty) 

tj> Directors and officers (D&O) liability and excess D&O liability 

.. Employment practices liability 

• Environmental impairment liability 

• Fiduciary liabiEty and excess fiduciary Eabilit}, 

• General Eability (GL) and umbrella/excess liability 

• Group travel accident 
.. Special kidnap and ransom 

t Property (PR) 

• Workers' compensation (\V'C) 

OnJanuary 10,2003, the RWE acquisition of American Water became effective. At that time, 

Traveler's Insurance provided GL, AL, WC, and PR coverage to American \V'ater. Starting on October 

1,2003, l\merican Water's coverage periods were extended to January 1, 2004 to match R\V'E's 

coverage periods. This extension put American \V'ater on a calendar-year basis. At the same time, most 

American Water types of insurance coverage were subsumed under RWE's global insurance, except 

those that needed to remain domestic-based (32 states and Canada), such as GL, AL, \VC, and fiduciary 

liability t}'pes. In November 2005, when RWE announced its divestiture of American \XiMer, American 

\Vater management began preparations to become a stand-alone company. By January 1, 2007, all types 

of insurance coverage involving the American \V'ater organization, except directors and officers (D&O) 

coverage, had been removed from RWE global insurance coverage. D&O will be removed once the 

R\V'E divestiture of American Water has been completed. American Water uses Traveler's Insurance for 

claims, which it has used for most years since the early 1960s. Regarding these claims, individuals at the 

regional organizations assist the Director of Operational Risk Management by performing the initial 
field investigations for claims in their geographic area. Resolution of claims requires review and 

approval as shown in E'cbibit IV-}9. 
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Exhibit IV -39 
Resolution of Claims Review and Approval Limits 

as of Decem ber 31, 2007 

j\ \"\IWSC Regional Operarions Risk Management Director 

,\ \"ii\VSC Regional Finance Director 

,\ W"VSC Financial Risk Management Director 

,\ WWSC VP & Treasurer 

,\ \X,\XlSC Chief Financial Officer 

Resolution Amount 
Lower Limit 

> $25,001 

> $100,000 

> $1,000,000 

> $2,000,000 

Source: Interview 41 
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Resolution Amount 
Hi her Limit 

~ $25,000 

~ $100,000 

~ $1 ,000,000 

:s $2,000,000 

Over the years, American Water has had a number of insurance brokers to help it in obtaining insurance 

coverage. Initially, the broker was locally based, and then in 1999, these activities were moved to 

Frenkel & Co, Inc. In 2004, after R\VE took over, American Water used Willis Group Holdings (\\ii11is) 

as its insurance broker for a brief period of time. In 2005, it moved to Marsh, Inc. (Marsh), and then 

recently it kept Marsh as its broker for properly and casualty products (the bulk of its coverage) but 
went back to Willis for its financial products. Its choice of broker has historically been based on factors 

such as service, knowledge, and experience of the staff providing services. 

The broker and insurance companies regularly provide American Water with insurance market 

information, including industry trends, losses, and underwriting results, that impacts pricing and 

coverage terms and conditions available for its lines of insurance. American \'Vater management 

believes that 2002 was particularly challenging as the events of September 11, 2001, the collapse of 

Enron, Worldcom, and A.rthur j\ndersen, and other influences adversely impacted the global insurance 

marker. Coincidentally, R\vE announced its intention to acquire i\merican \\iater in September 2001, 

which, subject to regulatory approval in several states, was completed on January 10,2003. In 

preparation for completion of the acquisition, American \'Vater's insurance broker at the time conducted 

research and analyses to identify a "runoff' policy. The goal of this investigation was to protect the 
interest of American \\iater's directors and officers for six years folJO\:ving the completion of the 

acquisition (up to January 10,2009) in the event of claims made for the period prior to January 10,2003 

(i.e., American Water is not liable for any claims made after January 10,2009 related to the period prior 

to January 10,2003). 

From 2003 to 2005, RWE annually evaluated the structure of its insurance program. Insurance brokers 

and/ or insuranc~ companies were reviewed on the anniversary renewal of each insurance-type coverage 

and were replaced if service was deemed unacceptable. American \\iater maintained responsibility for 

the placement of its primary property and casualty insurance, including general liability, auto liability, 

and workers' compensation. During this same time period, its insurance brokers and insurance 

companies were also subject to anniversary review and potential change. American \'(!ater management 
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believes that best practices indicate going out to the market every three years and that American \Vater 

has gone out too frequently in recent years (partially due to RWE changes). Despite this history, last 

year American \Vater was oversubscribed (more demand than necessary, indicating that the issue may 

not be a problem). American \'(!ater was required to go out for excess liability and property again in late 

2007. 

Operating Expenses 

Insurance Coverage Expenses 

E-<:hibit IV-40 displays annual insurance premium expense, other than group, for PA we and American 

Water from 2004 to 2007. Trends in premium expense for PA WC are consistent with those of 

American Water as a whole. (percentage changes from 2004 to 2007 for both PA we and American 

Water are also shown in Exhibit IV-40.) With the exception of workers' compensation, property, and 

excess liability coverage, premium expense has been flat or decreasing. \Vith these other coverage types, 

A,merican \Vater management believes that is has been fairly aggressive in attempting to contain costs, 

despite, for example, increasing replacement costs for property coverage and increasing limits for excess 

liability coverage, 

Exhibit IV-40 
Annual Insurance Premium Expense, Other Than Group, for PAWC and American Water 

2004 to 2007 

YPC 0 111/04 IG lit/OS· 1/1105 - 1/1/06 111/06 - 111/07 I/Ii07 - lillOS % Change 
I------C-'-"oy"'e.c.r.-.-.-'-·---.JI--PA-'\"'V"'C"'-';;~"'A:::'-V,.-+---PA-'-"V"::C=-''''''''A''',-,,--f P:.\\VCT=A-W-· -+--P-A-''''''·C='''I=A'-W--t--P:-A-',-'-''-=C'=:F1''''A'-W=-·-I 

Pl'opert'V & C~sullJ(y 

~~b_U'--,,·ty_,---_ .. __ ,_. ____ . $6.169,540 SI8.241.216 $6.,251,430 SI7~22:.!.~O .. ' $5524.455 I SI6,297,190 .5,612,452 S!.§,.:.:.5,,,8,,,, • .4,,,8,,,8+-_-I,,,O,?~~ 
Worken' Compensalion $1.623569 $9.975.0M $1.S76.067 $10.73.1.464 SJ.71 L32J! 510.743.810 SL932.900 $10.982.807 IS.7~Q; 10.1% 

Financial Products 

Emp.I~?::-cn: PracliceLiability S29.Q80 ~ S222.862 .E.:~:~·_ .. ~.~~.?J.QJ.Q? r--.S23.011! $156.000 S22.481 I. . __ ~;.:14::cS,:::OO",0+_-",25""0:":%'i.! __ -:.:JJ,,,,6"=i% 

r:F,-id_uc_;.-:ry~l_i'C'ab_'I-;,il}~' __ -=-.............. ______ .. -.-..... -.t--"$~=:. 5,,:' 1::,69:-:-1 ~Sc.18,.-, 7,,:' I=OO:+_":$2""=:.1cc83:c1 ........... ~~~ __ H"'_ $::).681 ! _ .. ~.!.~.Q!~2_~.. $2J .874 $157.169 -5. 1%1 .. i 6.0%, 

~~.j.~~.~~~~~_~ .. ~!?l.~'!r~:.~~~~.~:~~ ..... _~J.32~.L._._.~_I~ $9.80'1 $51.984 SH.Of.? 1 SQ5.J97 S12.000 1 $79.000 -9.9% ·29·[%i 
~~ap& Ransom :} Y-rinduded in 2002 ··········$8!6 .... ~. $6.8~2 SI.:;I:? ! $8.216 ------S2.296TH·"-·'S15.115· 181.4%! 121.6% 

Din:lC:ors &. Offico:l"S li:lbilily Prvvid .. -d by RWE b\!~inn;;l,!; lan~:try lO, 100.3, wi,houl any pr.:mium chars<=:'. 

Tra~.~.~.~.~~.~~~~ .. _ .. ___ ._. ____ , __ -'I-"-'J Y..!:induded in 2002 I !3.35S, ~2~.075 I 3 Yr jndude_~2:!~~~._J 3 Yrincluded in 2005 ~_ . __ . __ .,-__ -1 

LCR",.,:::,o""sPo::"'::;'I:::;v,:,e ::;.d:!.:~u::SI:::",:::en:::,,::...·_· __ ·-_ .. --_-_-_.l.·_·--"··-Si47~:;~··$iioi6ii4b;i7,i45 --SI.694:79~-ii,:i79,695;bs4:597:j45; ····-···,-··--F----·-· -.. -----+---~ 
• IIlCt,ption/annivecsary date of P/\ \VC'~ annual policy period for property and ca~ualty in~lI"'nce, plior to acquisition by RWE, 

w"> October I. Once the acquisition W"~ approved on January 10, 2003, R \X!E in~tructed P .. \ we to extend its Ocrober 1, 2003 
expiration to January 1, 2004 to coincide with the annivcr:>ary date ofRWE'~ global insurance program, 

..,..~ Rct!'o=,pccliv(:' adjustments include loss-:-;cn~itive insurance, jndudi.ng gencra] liability, workcr:-;' compen~arion, and auto H:lbility 
beh,;nriing with ""ch policy period from 'J 975 !() 2006, 

Source: lnfomlatlon Re,poll~e 387 

American Water self-funds general liability (also including products coverage), automobile liability, and 

workers' compensation insurance through large retentions, as shown in Exhibit IV 41, 
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Source: In rcrvicw 41 

Claims History (#/$) 

Exhibit IV-41 
Self-Funding Retentions 
as of December 31,2007 

Retention 
Per Occurrence 

GL $1,000,000 

,-\L $500,000 

we $500,000 

MAS REPORT 2 .. VOL 1 
CAliSE NO .. 43680 
Page 258 of 306 

Exhibit 11/--1-2 displays the number of claims by accident year: 2002 to 2007. For all types of claims V'lL, 
GL, PR, and \VC), PA \\fC's number of claims generally have been decreasing until 2007, when the 

number of AL and GL claims increased significantly to the levels experienced during 2002 to 2004. 

Exhibit IV-42 
# PAWC Claims By Accident Year 

2002 to 2007 
l<XllJ ,.. •... _ .•..•..........•........•.....• _._ ......... _ ••• _--..................... - .........• --.... --••.• - .... - •..•. 

')(~I ... -. __ ._._ .... 

~!!I) 

61)() 

i 
}on +-

ItiO 

() 

Automobile Liability 
General Liability 
Property 
Workers' Compensation 

2002 
44 

861 
67 

157 

General liability includes producr coverage. 
Source: Infonnarion RespoJ}$es 119 :lnd 730 

~ Schumaker & Company 

2003 2004 
50 7'" -' 

839 837 
124 19 
165 161 

························ ... ··D-····i 

Compound 

2005 2006 2007 Growth/Loss 

30 21 43 ·0.5% 
573 451 856 0.0% 

23 11 J3 -3.2% 
135 122 122 ·0.5% 
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""'!though the number of AL claims incidents were higher again in 2007 (as PA we reports all incidents, 
including those not caused by company drivers), PA WCs total incurred dollars were less than any 

previous year except 2003. The number of GL claims were also higher in 2007, due primarily to severe 

and fluctuating weather patterns in the Northeast United States according to PA \V'C management. 

Exhibit IV -43 displays the dollars incurred for PJ\, we claims by accident years 2002 to 2007. For /\L, 

PR, and we claims, dollars incurred by PA WC generally have been decreasing. For GL claims, 

however, the dollars incurred by PA \Ve have varied substantially by year (the dollars increased in 2007 

after decreasing in 2006 follo\\-1ng a general increase for the prior three years). 

$7,000,000 

Exhibit IV-43 
$ PAWC Claims Incurred By Accident Year 

2002 to 2007 

S6,000,000 r--- ----, .. _ .. _.,-" •.. - '-.. 

$5,000,000 _ .. --_ .. _- """, .. ",, .. -_ ... " ... 

M,OOO,OOO .- i---"-- - .. -.-.-... -----.-- -""'-"- _ ... -" ...... " ... _,_ ..• ,-
S3,000,000 - -"- _ .... ,,--- !----

r-

$2,000,000 -'" - -_._ .. _--_ ...... -. r--'--'"'' ."."."".",,"- -" ..... _."_ ..... ,, i-

SI,OOO,OOO - !-- -

so --
d1 11 J11IIIi! :=J] Jl 

2002 2003 2004 2005 2006 2007 

.. " ' .. ' .. - .. ~ 

1_""",._"" ___ " ... "'_"" .. ""._,,.:, ......... " ... , .... , ... " ... ":".,,., .. '"'''''''''''''''''''"" ... """.''' ,." .... ", ........ ,,' J 
III Automobile Liabilirv .. Ceocral Liabilitv 0 Propert)' 0 Worker<' Compensation I 

Compound 

2002 2003 2004 200S 2006 2007 Growth/Loss 

Automobile Liability 5110,673 547,426 S83.6iXJ Sl64.7?7 3150,93:1 S65,1l94 ·10,1"'" 

General Liability S6,H91.609 55,425,{,15 55,7811,7.\7 56,759.073 S,I.58J,?54 $6,71 1l,62:\ -(l.l')';) 

Property $166,014 $241.l.837 S53,215 5160.765 S45,586 S18,'nl:\ ·4.3''' .. 

Workers' Compensation 52.375,784 5616,l:lOl S6HS,6SI S(,~6,567 5654,146 S571l,065 ·2.M"'"" 

2002 includes two outstanding claims totiling 51,514,000, 
Source: Information Responses '1'19 and 730 

As with the number of claims in Exhibit IV-42, the dollars associated \\,1th GL claims were also higher in 

2007, due primarily to severe and fluctuating weather patterns in the Northeast Cnited States according 

to PAWC management. 
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Exhibit IV-44 illustrates PA \VC's 2002 to 2007 loss control expenditures and claimed losses for i\L and 

we claims. 

Exhibit IV-44 
PA \'VC Loss Control Expenditures as % of Claimed Losses 

2002 to 2007 

2002 

Loss Control Expenditures $115,063 

Claimed Losses $2,486,457 

2002 include~ two outstanding claims totaling $1,514,000. 
Source: Information Responses 119,120, and 730 

2003 

$79,667 

$664,227 

12% 

2004 2005 

$82,054 $73,852 

$772,251 $801,364 

11% 9% 

2006 2007 

$222,390 $104,839 

$805,079 $643,159 

28% 16% 

The Operational Risk Management organization associates loss control expenditures only with i\L and 

we claims, and specifically excludes GL/product liability claims. That is because PA WC's Operational 

Risk Management organization believes that it cannot affect the number and lor outcomes of main 

breaks and associated liability claims through regular Operational Risk Management activities. 

(Examples ofloss control expenditures include safety training, safety talks, and other activities designed 

to prevent or control j\L or \'Ve claims, etc.) Also, in calculating loss control expenditures, the 

organization also typically excludes security costs because it considers security a deterrent as opposed to 

a loss prevention technique. This consideration arises because the organization can put security devices 

in place to deter potential perpetrators from causing harm to company property but cannot affect the 

behavior of someone from outside the PA we organizatjon if his or her intent is to bring harm to 

company property. 

Approximately 62% of PA WC's GL claims typically involve main breaks, which American Water 

indicates are due primarily to factors such as aging of infrastructure, weather conditions (causing pipe 

contractions in winter (primarily December,January, and February) and summer (primarily June,]uly, 

and August)), significant variations in elevations, etc. As such, in Exbibit 1V-.:I4, American Water 

excluded GLI property claims in calculating the dollar amount and associated percentage of annual 
expenditures for its loss prevention programs. (As stated previously, that is because the risk 

management function says it cannot affect the number and/or outcome of main breaks and associated 

liability claims.) One of the areas in PA WC's service territory that has received considerable press 

coverage with regard to main breaks has been the western PA area. In late 2003, PA \VC initiated 

engineering solutions in this area and completed them in early 2005 whereby pressure relief valves 

(PRVs) were installed in its mountainous-terrain regions. PA we management indicates that it reduced 

PR claims in this area by 15% in the first year of the program. 

The majority of PA \VC's insurance claim payments between 2002 and 2007 have been the result of 

GL/property damage (PD) claims (between 74% and 91 % in the time period shown in Exhibit IV-43). 

For example, in 2007, GL/PD claims accounted for approximately 91°/.) of claims payments. 

~ Schumaker & Company 8/7/2008 
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Therefore, American Water introduced a GL/PD initiative in 2004 whereby PA we took an aggressive 

(and unusual) position in declining to accept all property damage claims as a result of main and service 

line breaks. American \Vater management based this initiative on Elizabethtown Water Company's 

success, as a result of precedence established through litigation in NJ, and its ability to also prevail upon 

appeal, which had modest success (in NJ). American Water management realized that this initiative 

failed to consider that common law was not consistent in the jurisdictions across the country. 

Therefore, the initiative was modified to a more reasonable position, in which PA. We's insurance 

company was able to mitigate losses by establishing criteria for accepting claims where negligence was 

likely to be found in favor of a claimant. Such favorability for a claimant tended to arise when it could 

be established that P A WC had either a history of line breaks in the area or when the company was late 

or unduly delayed in responding to the claim. 

Schumaker & Company believes that PA WC can impact GL claims through proper main repair and 

replacement programs. Refer to Chapter f.7 - Water Operations. and Chapter XI - Operatiollal Peiforma1l(i} for 

further discussion of such programs. 

Findings & Conclusions 

Finding IV-39 A formal enterprise risk managernent program was estahlished in 2003 
when RWEacquired American \"'Vater, 1mt this program mllst n<.nvevolve 
as American Water (and therefore PAWC) changes it focus to SEC/SOX 
compliance. 

\'Vith regard to overall risk management, American Water management believes that, although the risk 

management community across the country has discussed enterprise risk management (ERtYf) for the 

past ten years, ERt\1 was implemented across l1.merican \'Vater when R\'VE acquired the company in 

2003. According to l\merican Water management, formality of the ERt\rf program occurred when RWE 

acquired American Water. As a result of legislation in Europe and the United I(.ingdom, all publicly­

owned European companies, including RWE, were reguired to identify all risks that could have an 
adverse financial impact. RWE provi.ded American Water with a risk management toolkit and process 

that enabled American \Vater to formally identify its risks as well as retain, mitigate, transfer, accept, or 

decline those risks. Additionally, management and Board members in Europe can be civilly and 

criminally prosecuted; and American \Xfater management indicates that if the company experiences 

adverse financial impacts they can, as well. Among the formal activities taken as part of American 

Water's ER.l\1 are the follO\ving: 

~ Documentation 

8/7/2008 

Risks 

Responsible individuals 

Responsibilities 

Practices 
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.. Categorization of risk 

Financial 

Operational 

Structural 

All other 

~ Analytical tools (Excel spreadsheets ~24 modules) 

Type of risk 

Assessment if risk exists 

Quan tifica tion 

Qualification (probability) 

Priority 
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The ERM process was established in 2003 to identify and evaluate business risks. By focusing on key 

uncertainties-----either risks or opportunities-----and factoring them in to business plans, American Water 

management believes it is better prepared to achieve its business objectives. The goal of American 

Water's Risk Management Committee (RMC) is to maximize the potential for gain and minimize the 

potential for loss associated with uncertain events. American \'\1ater management believes that this 

diversity allows PA WC to discuss and act on unnecessary risks and to effectively manage accepted risks 

by fostering risk awareness and establishing a value-driven risk culture. 

The A_merican Water organization uses a bottom-up ERM process. In Pennsylvania, it starts with 

business units (BUs) developing their key top risks (report/heat map) through the use of ,American 

WIater analytical tools. These reports must be approved by the State President (prior to having State 

Presidents, the risk owner in the BUs approved the list of risks). This information is then provided to 

the regional organizations, which follow a similar process. The Southeast Region Risk Operations 

Management Committee (ROMC) meets approximately three times annually and is composed of a 

cross-section of individuals from all P A WC/Southeast Region functions, including: 

~ Director, Engineering 

• Director, Production 

t Director, Network 

* Director, Legal 
'> Director, Human Resources 

4> Director, Maintenance Service 

t Director, Customer Service 

• Director, External Affairs 

<> Director, Business Development 

t Director, Environmental Compliance 

* Manager, Operational Risk (2) 

%> Director, Business Performance 

+ Manager, Network 

Schumaker &: Company 8/7/2008 
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• Director, Risk Management 

The regional reports must be approved by the respective Region President. In PA We's case, it is 

currently the Southeast Region President, although American \V'ater management indicates that this may 

change as the company reorganizes and decentralizes. 

Finally, the ERM process reaches the American \Xfater level, where another series of analyses and 

reports occurs. At that level, the RMC is involved. The RMC was established in 2003 (when the ERTvl 

process began) to identify and evaluate business risks and is composed of the Executive Management 

Team (EM1) (Chair, President, COO, CFO, General Counsel, SVP Communications, VP Internal 

Audit) and designated risk rmtnagement representatives. The Director of Financial Risk Management 

serves as Secretary of this committee. The ~\tIC typically meets three times annually. The last RMC 

meeting was scheduled for September 2007 but was postponed until October 2007. 

For approximately the last year (2007), American Water has been studying options to modify its ERM 

process. The aim of this evaluation is to adapt from compliance with European legislation to 

governance under Security & Exchange Commission (SEC) regulations and Sarbanes-Oxley (SOx) 

reguirements. This adaptation process is spearheaded by the VP Internal Audit (IA), the Director of 

l'inancial Risk Management, and the Assistant General Counsel, who are having discussions with EMT 

members about possible changes. \V'hen asked about what kind of changes, the Director of Financial 

Risk Management indicated that American \V'ater is attempting to make its risk model more consistent 

across the entire American \'{!ater organization via an investigation of software for improving the 

analytical tools currently in use. 

Recommendations 

Recommendation IV ·38 Dt'vdop a formal implementation plan for changing tht; focus of 
the ERM process to include SEC/SOX cQmplhmcc, (Refer to 
Finding rV-2,) 

The American Water organization has appropriately recognized the need to change the focus of its 

ERe\;1 process to include SEC/SOX compliance; however, all investigations and analyses to date to 

effect that change have been informally conducted. 1\ formal implementation plan that identifies steps 

and associated timelines and resources should be developed, monitored, and reported to senior 

management. 
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This section provides a discussion oflegal services provided by American Water Works Service 

Company (A WWSC) on behalf of Pennsylvania-American Water Company (P A WC). 

Background & Perspective 

Organization & Staffing 

The A \xWSC Legal organiza tion is shown in Exhibit IV-t. 

Exhibit IV-4S 
A WWSC Legal Organization 

as of December 31, 2007 
'~" 

:\ww~: 

:\\\'wsc 
(;('n,'r:\I!.uun,d 

l;nll';tIblt'"J Bus,"a~ 

Source: InfomlJtion Response 257 anti Interview 51 

\\'i/\VS( 

(JHf·,r.llt(J'Un,,·j 

'-"I;'lr~\:Elllr:,·\nl.'nf 

\',-" ,rI'l"\:~. \:1 

V".,rhlX~_NI 

The Legal organization, headquartered in Voorhees, New Jersey (NJ), is led by the Senior Vice President 

(SVP) Legal & General Counsel (GC). This organization as a whole is responsible for providing legal 

services to all American \"X'ater businesses. The Voorhees Legal group (also referred to as the Legal 
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business center) primarily is responsible for providing legal services to American \'Vater unregulated 

businesses as well as providing subject matter experts (SMEs), typically in labor/ employment and 

securities areas, for American \Vater, as a whole, or to all regulated and unregulated businesses. The 

Legal business center in Voorhees is composed of the following functions: 

% An Unregulated Business group that provides services to only the American \'Vater non­

regulated entities. 
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.. J\ Labor & Employment group that provides services to American Water entities, primarily 

other.1\ \X'"\'VSC departments and state utility organizations (such as PA WC), if external counsel 

is not designated by a Regional General Counsel (RGC). Even then, an RGC often confers 

with this group, because many of the RGC organizations do not have specific expertise in this 

area. It is typicaJly a joint decision as to whether internal or external resources are used. The 

Corporate Counsel who heads this group is also }\merican \·Vater's internal compliance officer. 

In this secondary role, the CC is responsible for monitoring the hotline (staffed externally), 

although very few calls come from Pennsylvania, a tendency which the General Counsel 

attributes [() a long, continuous, stable management and the resulting culture. As internal 

compliance officer, the CC performs the following: 

Reviews each hotline call 

Approves each hotline call 

If approved, often involving discllssions ·with Internal Audit, assigns someone internally to 

investigate, usually someone from the Human Resources (HR) or Legal organizations. 

Performs database monitoring and maintenance of calls 

'*' A Securities & Commission group headed by another CC, who has been very focused on the 

divestiture. 

$ A General Corporate group, also headed by another Cc. 

"Additionally, four Regional Counsel organizations report to the SVP Legal & General Counsel. One of 

these Regional Counsel organizations is the Southeast Regional Counsel organiz:ltjon, shown in 
Eyhibit IV 46, which is headquartered at the Pennsylvania-American Water Company headquarters' 

office in Hershey (pennsylvania). The headquarters' office in Hershey is the sole location where 

attorneys who provide legal services to PA WC reside. Also reporting to the Southeast Region RGC is a 

Charleston (West Virginia) office that provides legal services to Virginia, Maryland, and West Virginia, 

and a Lexington (Kentucky) office that provides legal services to Kentucky and Tennessee. The primary 

reason given for having legal resources dedicated to Pennsylvania v..-ithin the region is the size and scope 

of PA WC's operations and its associated legal issues, including the state's Chapter 56 PaPUC customer 

service regulations, which A.merican \'Vater considers to be more stringent than many other states' 

regulations. 
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A wwse Southeast Region Legal Organization Providing PA we Legal Services 
as of December 31,2007 

........ --... ....•...•. -..... .... _ ... 

A,WWSC 

Regional General Counsel 

Southeast Region 

Her:<hel', PA 4 

A\X'WSC AWWSC 

Paralegal Exerutive Assistant 
-:-

Hershel', PA H ee;h er, P.J\ 

I I 
A\'(.'WSC AWWSC 

Corporate Counsel Corporate Counsel 

Pennsylvania Pennsylvania 

Hershey, PA Hershey, PA 

Source; Information Response 1 and Interview 12 

The old RGC structure was to have the RGC reporting to Regional Presidents, with dotted line 

reporting to the GC The GC believes that the structure of the Legal organization should follow how 

the business realIy functions, an aim he feels the Legal organization accomplishes. Specifically, RGCs 

now simultaneously report to State Presidents, who report to Division Presidents, and to the GC Little 

change has occurred (or is expected to change) in the Southeast Region. Although American Water 

only recently shifted in late 2007 from a regional focus to a state focus, attorneys in the Southeast 

Region previously resided in individual states. This is not necessarily true for other regions, where 

centralization at the regional headquarters may be more prevalent. Because each RGC is really a GC for 

the region, it is up to the RGC to determine how to handle their operations. In essence, the American 

Water GC is primarily a sounding board for each RGC The RGCs make their own decisions. For 

example, each RGC decides the mix of internal versus external counsel use. Tl1e GC is involved in 

making offers to attorneys. He is typically not involved in the initjal interviews of candidates for 

regional attorney positions (except those applying for the RGC position); however, the GC may be 

involved in the final interview process. The GC makes a determination regarding the extent to which he 

will be involved in the final candidate interviews based on a review of the candidate's background and 

discussions with the RGC He also can veto a RGC's recommendation if he desires. 

The regional attorneys are typically generalists, with varying backgrounds and areas of expertise, who are 

able to handle a broad spectrum of issues. Although the Corporate Counsel attorneys in Hershey 

primarily provide Pennsylvania services, they may perform occasional services to American Water, as a 

whole, or to other states in the Southeast Region. (As discussed in Chapter VIII - /~ffifiate Interests, the 
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A \X-'\VSC time reporting system allows attorneys to specify a code when recording their time, which is 
used by the A \'(t,\VSC cost allocation module to indicate what groups bendit from their services and 

allocate costs accordingly.) An example is a document-retention policy-review project that got under 

way in late 2006 and is being spearheaded by one of the Hershey-based attorneys. 
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The Southeast Region attempts to handle legal services internally, if it can; however, in some situations, 

it requires external resources: either j\ \X-WSC corporate resources or local outside organizations. When 

using these resources, the Regional General Counsel for the Southeast Region estimates that 

approximately 25% of the time, the region does not have enough time to perform the required services. 

The other approximately 75% of the time, it requires subject matter expertise, typically involving human 

resources/ employment, environmental, rates, or litigation issues. The RGC's philosophy has been to 

use local legal firms for litigation, although it has used A WWSC corporate or local resources for other 

lssues. 

Expenditures 

E."Nbit IV 47 illustrates operating costs (excluding outside counsel costs) for PA WC for 2005 to 2007. 

Exhibit IV-47 
Southeast Region/PAWC Operating Costs 

2005 to 2007 

5800,000 -j-._ ....... _ ......... _ ............. _ ........................................ _._ ............ c ......•. _ .................................... - ·················=::=::::cc···············_' 

5700,000 -j----

5600,000 

$500,000 

$400,000 

$300,000 

5200,000 

. S100,000 

SO 

Source: Information Re$poo>c, 121 ,Ot! 622 

............. _ .. -.:, ..... ----..... _.+ ...... --.. 

2007 
....................... ----... -; 

$619,701 

57 173 

Information is not available prior to 2005 as the reorganization creating the regional A \':(f\VSC 
organizations was primarily implemented during 2004, when most of the Legal headcount transferred to 
the regional A \'(I'\VSC organizations at the end of 2004. "TIJerefore, no 2002 or 2003 regional data exists, 
and no meaningful 2004 clata exists due to the timing of the transfers. In the last three years, PA WC's 
portion of the Southeast Region J\ W\.\lSC organization's operating expenses have been budgeted at 
approximately 60% of the entire region, as Pennsylvania is the largest state \\o1thin the region. j\ctual 
expenses were roughly 54% in 2005 and 2006, but increased to roughly 59'% in 2007.Exhibit IV-15 
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displays PA WC's outside legal costs for the 2003 to 2007 time period. According to .1\ \Y./\YJSC 
management, outside legal counsel costs are generally decreasing over time, as the "'1. w\VSC Southeast 
Region Legal organization has made an attempt to increase its use of internal resources, except in those 
cases where it lacks the time or expertise to do itself. 

1,400,000 

1,200,000 

1,000,000 

5800,000 

5600,000 

5400,000 

Source: Information Responses 121 and 731 

Major Processes and Systems 

Processes 

Exhibit IV-48 
PAWC Outside Legal Counsel Costs 

2003 to 2007 

Each of the Regional General Counsels interacts with each other (every one to two months) via 

conference call. The purpose of these calls is to identify legal trends and to provide professional 

development opportunities. Approximately two times annually, face-to-face meetings are held. At one 
of these meetings, the RGCs meet with the Gc. j\t the other meeting, the RGCs meet for one to two 

days in conjunction with all A \~rwsc attorneys. At least one of these days is focused on professional 

development. 

Each of the Regional General Counsels provides a monthly report to the General Counsel. This report 

includes both legal issues and a spreadsheet showing dollars involved in those issues where such dollars 

are applicable. From that report, the GC provides information to the American Water Board (pending 

major legal issues, not all, not materiality based) and to the Accounting function for SFAS 5 adherence 

(spreadsheet of material costs). 

Any time spent by .1\ WWSC attorneys (as with other A \'V\vSC employees) in providing services to all 

business units is recorded on weekly time sheets. The time spent providing services directly to regulated 
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or non-regulated business units (Bus) (such as PA WC) are directly charged to the billing number 

specific to those BC (s). The time spent providing services in common with similar services that are 

provided to other regulated and non-regulated BUs is allocated based on formulas as discussed in 

Chapter VIlI-"Llffiiiate Interests. Tn the Southeast Region, time spent by those Corporate Counsel (CC) 

employees in Pennsylvania generally defaults to PA WC (while time for those in other states default 

elsewhere), unless the CC specifically identifies hours to a different code. Meanwhile, the time spent by 

the Regional General Counsel generally defaults to all states within this region unless the RGC 

specifically iden tifies hours to a differen t code. 

Systems 

The Legal organization uses Hummingbird's DOCS Open software (pC DOCS) to store, locate, share, 

and manage document-based information, such as deeds, easement documents, etc. This software, 

however, is not being used to store all Legal documents. DOCS Open is a c1ient/server, Windows­

based solution that gives organizations the ability to create centralized repositories, or libraries, that 

contain unstructured data generated by the organization. Search and retrieval tools make this 

information easily available for use and collaboration across the entire enterprise. Although DOCS 

Open is not used as a case management tool, the Legal organization can use it to associate a document 

with other documents. 

In anticipation of having to be Sarbanes·Oxley (SOX) compliant when American \'{!ater is no longer a 

part ofRWE AG of Essen, Germany (RWE) and becomes a public company, in 2007 A \XT\,\'SC began 

to identity, assemble, image, and store electronically all major documents, including contracts, debt 

covenants, and commitment/contingency documentation, in a legal vault using SharePoint software. By 

May 1,2007, l\.merican Water Works Service Company had all of these legacy documents completed 

and available on the SharePoint internal site. Subsequently, the Legal organization has taken several 

steps to ensure that these types of documents are being handled correctly. Those steps are as follows: 

4' Before any contract can be entered into, a contract approval form must be properly completed 

and signed by persons with the requisite signing authority, including (where required) review by 

the Legal, finance, and/ or Supply Chain organizations. Once a contract has been executed by 
all parties, a copy of the contract and the completed contract approval form must be scanned 

into portable document format (PDF) and sent to the Legal organization. 

~ A checklist for debt instruments has been created, of which the Legal organization is the holder 

and performs a quarterly review (in conjunction with other American Water personnel) to make 
sure that each instrument is in compliance. 

~ When reviewing contract approval forms, all commitments and contingencies must be 

identified so that the Finance organization is held responsible for monitoring and tracking these 

items. 
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Findings & Conclusions 

Finding IV -40 When Jooking to outside legal organizations for help in addressing 
PAW(?s legaJ need.s, the SOUlht~a5[ Region Legal organization does not 

rely on competitive bidding to develop a master list of pre-qualified legal 
finns. 

Competitive bids are not used to develop a list of preferred external counsel firms (as PA we had 

longstanding relationships with many firms), nor does FA we periodically request competitive bids from 

external legal firms to ensure that cost-effective rates are being provided by these firms. Generally, only 

in the case of selected projects does the Southeast Region issue RFPs. 

Therefore, the Southeast Region uses a number of outside legal organizations, many of which it has 

used for many years as A w"\vse management knows and respects their capabilities and values their 

institutional knowledge ofPA we and its operations. PA \\le has long term relationships with several 

firms, which handle certain special practices areas. Included among these legal organizations are 

Morgan Lewis (regulatory), Dechert/Reed Smith (tax), and LeBouef, Lamb, Green & MacRae 

(environmental), as well as others. A \.'\'\\!Se management may go directly to one of these firms, may 

request estimates from several organizations, or, when knowledge ofPA we is not critical (and 

time/materials is an option) may issue a request for proposal (RFP). It does not periodically issue an 

RFP to establish a pre-qualified list from which to choose. I t can informally add external law firms, as 

needed. During 2007, for example, PA we used the services of 15 law firms, ranging in size from 

hundreds of attorneys to one person operations. Three of the firms were new to PA we in 2007; two 

others were new to the company in 2006. One of the most substantial regulatory matters during 2007 

was PA we DSIe petition, for which it used a new fIrm relationship (Saul Ewing) for the first time. 

Approximately four years ago (2003), the Legal organization worked closely with J'\, \'V\VSCS 

procurement function to analyze how to obtain the best service for reasonable dollars. Specific activities 

performed during this analysis were: 

1. Development of standard rules of engagement for engaging and retaining the services of law 
firms. 

2. Review and assessment of the 2003 Pennsylvania rate-case expense for outside legal counsel and 

consultants. 

3. Development of a sourcing strategy for outside legal services in the practice areas of 

condemnation defense, labor and employment, operation and maintenance, Pennsylvania 

Infrastmcture Jnvestment Authority project loans, and regulatory matters. 

The sourcing strategy focused on a make/buy (in tern al/ external) analysis and the creation of preferred 

external-counsel fIrm relationships, where the llse of external resources was considered preferential to 

the llse of internal attorneys. 
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The lack of having such a pre-qualified list does not indicate that external legal costs are increasing. 

(Exhibit IV48, in fact, shows that they have been generally decreasing). It may, however, indicate that 

P;\WC is not saving as much as it could (as having a pre-qualified list could force law firms to 

contain/limit their costs/ charges to PA \XiC) or is failing to identify other potential candidates for 

provision of service. Schumaker & Company is unable to quantify savings, if any, because of lack of 

data. When we asked ;\ \lV'\V'SC management how it controls costs, the Legal organization asserted that 

it monitors outside firms through the use of the engagement letter it has with each firm and ensuring 

that services provide agree with the Jetter. The Southeast Region does not use a software system to 

track cases/matters or the internal/external hours associated "rith each, although it cloes require outside 

legal flrms to report by project. (Refer to Finding IV-2 for further discussion about .f\ WWSC legal 

systems.) 

The use of competitive bidding is not to say that evaluations of external law firms for a pre-qualified list 

should be solely based on cost. Other factors, such as competence, experience, depth, credibility, 

reputation, relationships, institutional knowledge, and other intangibles must also be considered, 

especially for crucial litigation, such as rate cases, etc. . 

Finding rV-41 The AW'WSC Legal organization has nor evaluated tbe use of standard 
legal marwgcment software across its nuious entities; therefore, the 

Southeast Region (and ultimately PAWC) may not he benefiting fwm 
processes associated \vith the use of a "hest in clilSS" system. 

Unlike private organizations where consistency in systems is important, at American \'(/ater no single 

legal management system exists for performing functions such as: 

~ Tracking matters and caseloads 

• Recording inside la'W-yer time and expenses against cases/matters 

~ Billing back clients through the Finance organization 

+ Tracking and reporting outside counsel expenditures 

<f Compiling metrics and benchmarking statistics 

t Preparing service level arrangements (SLAs) for clients 
+ Recording and monitoring client budgets 

~ Handling routing lists for outside counsel invoice approvals 

$ Tracking fIles both onsite in central files and offsite 

Now that American Water is becoming a public organization (with its SOX compliance issues), 

management realizes that it needs to build process and system uniformity; however, the GC is not sure 

when or if the Legal organization will look at standardizing systems in the near future. That is because 

American Water has been too busy with SOX compliance. Also, the GC believes that cost and 

disruption must be considered before changing systems, as he believes that current practices are 

working. Nevertheless, standardization of systems should be formally considered, and, at the same time, 

an investigation is warranted to see if implementation of alternative systems, such as case/matter 
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management tools, would be beneficial to A \v,\VSC legal entities, including the Southeast Region 

organization supporting Pennsylvania. 

Recommendations 

Recommendation IV~j9 Establish <l formal mechanism for developing a pre-qualified lis! of 
external legal firms by periodically reviewing proposals ftom 

potential candidates. (Refer to Finding IV-Z.) 

Within utility legal organizations, the best practices for identifying external legal firms typically result 

from the periodic issuance of an RFP. Such a strategy helps uncover potential candidates for inclusion 

in a pre-qualified list of external legal firms. A legal organization should per.iodically (at least every three 

to five years) develop a pre-qualified list of external legal firms. By using such a process, a legal 

organization not only formally provides alternative legal firms that it may not have considered in the 

past, bUl it helps to ensure that it receives quality legal services at a reasonable cost by encouraging 

containment of costs by the firms used. 

Recommendation IV-40 Perform a [(:nmal cost/benefit analysis regarding standtttdization of 

legal management software throughout the Amerk;m Water 

system. (Refer to Finding IV-ln 

As part of its investigation into the appropriateness of standardizing American Water legal management 

software, Legal management should evaluate case/matter management software, including reporting 

tools, for the functions previously described. Management should also consider e-invoicing software to 

manage receipt, validation, routing, approval, and payment of invoices from external law fIrms. 

For these functions, i\merican Water should not only consider systems that it currently uses in some of 

its legal entities but should also open the investigation to "best in class" systems currently found in the 

industry. Any investigation must not only look at quantitative benefits and costs, but also consider 
qualitative benefits and costs. 
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Pennsylvania-American Water Company (pi\. WC) operates and manages approximately 35 different 

water district across Pennsylvania as shown in Exhibit V·1. 

Source: (n fonnation Respons~ 136 

Exhibit V-I 
PAWC Water Districts 

as of December 31,2007 

_ MElROAREAS 

_ PAWCWAIERSElMCE""""S 

Im'D PA'NC WASlEWA1'ER SER\IJCE AREAS 

Water district operations statistics are shown in Ex-hibit V-2. 
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ExhibitV-2 
Water District Statistics 
as of December 31, Z007 
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\ 1 There arc three st)uare mile~ of wa~tcwater ~ervjce territory within the company's water service territory footprint. 
\2 'fhere are two square miles of wa.st~w~lt(~r :::ervJCC territory wIthin the company'::; water service tenitory footprint. 
\3 The1'(" :lee rhree square lnile:-; of w~stewat{:'r service territory within the cOInp::tny's water service territory footprint. 

Source: Company Commenrs in Task Hepon Rcspon.se 

Each of these water districts contain: 

• J·/)"ater Source - Either a surface water source from rivers or reservoirs or ground water from 

wells. Most ofPJ\ \'</Cs water sources are surface water. in some water districts, water is 

purchased from a neighboring ,vater system. 

• IJ7ater Treatment Fmili!J - One or more water treatment plants in each district or connections to 

neighboring water utilities to purchase water. For example, all water in the Connellsville system 
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is purchased from a third party. \\later in the Uniontown system is purchased from a third 

party or transferred from PA \"XlC's Brownsville system. 
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~ lr/oter Distribution Network - underground piping, above-ground storage tanks, and booster stations. 

• In some water districts, Pi". we also operates wastewater treatment facilities. 

Water operations are performed by t\.vo major groups and four support groups within PA Wei American 

Water, as shown in Exhibit V-3 "",ith the highlighted boxes. 

I R~\\:·t: .. ' -, 
Sel"':r'l)im:lT>r 

Exhibit V-3 
PAWC Water Operations Organization 

as of December 31, 2007 
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Source: Information Response 257 ,\ddendun1 
.t Dual reporting to Finance and dotted line reponing to the p,-\ \'(!C President 

These two groups are: 

I 

• Production - PA we employees who are responsible for the operations and.maintenance of water 

productions facilities (i.e., treatment plants and filter facilities). There are approximately 215 
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• rteld OperatioJlJ (Network) -- PA WC employees who are responsihle for the distrihurion of the 

water from the production facilities to the individual customers. 1\·lost U.S. water companies 

refer to this group as the distribution organization, whereas the term network is generally used 

in Europe. There are approximately 667 employees located in the field operations 

(clistribution/ network) area. 

In adclition, the following organizations provide critical support to the above groups, specifically: 

~ ElIgiJlwing Department- The PA WC Engineering Department is responsible for providing 

engineering technical support, design, and construction management to both production and 

network facilities. There are approximately 28 employees located in the engineering area. 

.. Water QJlality alld Ellvirollmetltallv1anCl,gcment - This group is responsible for water quality at each 

of the plants and for other environmental matters. On an operational basis, much of the basic 

water-quality sampling and testing is done by plant personnel; however, this group is 

responsible for performing more complicated resting and for providing oversight for all plants 

relative to environmental issues. There are approximately 22 employees located in the water 

quality and environmental management area. 

~ !vIailltmallce .)mJim - The j\merican Water Maintenance Services organizat.ion is responsible for 

providing various technical and testing services in support of ongoing main tenance of P t\ \VC 

production and, to some extent, network facilities. At the start of our review in July of 2007, 

Maintenance Services was a separate part of the PA \'VC Operations. The group has since been 

moved to "'\merican Water Works Service Company ("-1. WWSC) (national versus Pennsylvania 

only) during the recent reorganizations which occurred during the first quarter of 2008. There 

are approximately 22 employees located in the maintenance services area. 

$0 1\1011 Reve1llle IP"ater - This group is responsible for non-revenue and unaccounted-for-water 

monitoring and reporting processes throughout PA \V'c. There are seven employees located in 

the non-revenue water area. 

A. Prod uction 

Background & Perspective 

The Production Department is responsible for the operations and maintenance of 36 water treatment 

plants and 85 groundwater well stations in 35 different water districts throughout Pennsylvania. The 

department also operates and maintains four wastewater treatment plants. The Production Department 

is organized as shown in Exhibit V4 \vith the highlighted boxes. 

~ Schumaker & Company 8/7/2008 
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ExhibitV-4 
PAWC Production Department Organization 

as of December 31, 2007 
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Source: Information Response 257 "\ddendum 
* Dual Reporting to Finllnce and dotted line reporting to the P.\ we President 

iis shown in Exhibit ·V-4, the Production Department is organized on a geographic basis in a West, 

Northeast, and Central/Southeast scheme. In addition to the Production Department, the \Vater 

Quality and Environmental Department also has personnel stationed at some of the plants. Although 

individual water quality is nominally assigned to a plant, from a water quaLity and environmental 

perspecrjve, the department is typically responsible for overseeing the operations of several water plants 

within its geographic area. 

8/7/2008 Schumaker & Company ~ 
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Finding V-l PAWC production f;l.ciiities are well operated. 

Schumaker & Company consultants physically revie\'ved the operations of several production plants 
within Pennsylvania, including those shown in Exhibzi V5. 

Pittsburgh Area 

E. H. ,\Idrich 

Hays Mjne 

Hershey 

West Shore 

\'\'est Shore 
Regional 

Silver Springs 
PI am 

Coatesville 

Rock Run Water 
Treatment 

Wilkes-Barre 

Scranton 

Crystal Lake 

Philadelphia Area 

Royersford 

j'\ orris town 

Yardley 

Plant 
Nominal 
Capacity 

50MGD 

60MGD 

9MGD 

12MGD 

8MGD 

5MGD 

33iYIGD 

6.Sl\·IGD 

3.7MGD 

Exhibit V-S 
Production Facility Tours 
as of December 31, 2007 

Estimated 

Water Source 

J\·lonongahela River 

Monongahela River 

Man"da and Swatara 
Creeks/Ci,ty of Lebanon 

Yellow Breeches Creek 

Conodogllinet Creek 

West Branch of 
Brandywine Creek and 
Chambers Lake 

Lake Scranton Reservoir 

Crystal J .ake 

Schuylkill River 

Population 
Served 

500,000 

41,754 

88,000 

35,800 

140,000 

14,000 

4.3,SOO 

18 MGD Schuylkill River 101,000 

5.4 MGD Delaware River 49,000 

Source: Information Rcspome 126 

.., Schumaker & Company 

Plant Design 

,-\Idrich Purifications Units - Flocculation, 
Sedimentation, Clarification, Filters 

Super Pulsator Design - Flocculation, 
Sedimentation, Clarification, Filters 

Super Pulsator Design - Flocculation, 
Sedimentation, Clarification, Filters 

Super Pulsator Design - Flocculation, 
SedImentation, Clarificat.ion, Filters 

.-\Idrich Purifications Units - Flocculation, 
Sedimentation, Clarification, Filters 

l\lixing Units - Clarification and Granular 
lvlerua Filtration 

Mixing Units - Clarificatjon and Granular 
l\·lerua Filu'ation 

ivlixing Units - Clarification and Granular 
Media Fiir"ation 

l\'lixing Units - Clarification and Granular 
Media filtration 

Super Pulsator Design - nocculation, 
Sedimentation, Clarification, Filters 

Ivlixing Units - Clarification and Granular 
Media Filtration 

8/7/2008 
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One of the facilities visited was the Coatesville Wastewater treatment plant. Exhibit V-6 and 

Exhibit V-I are two different pictures taken at those facilities. 

ExhibitV-6 
Coatesville Wastewater Treatment Facility 

as of December 31, 2007 

Source: Schumaker & Company Coo"ulranl Plant TOllr" 

Exhibit V-7 
Coatesville Wastewater Treatment Facility 

as of December 31, 2007 

Source: Schumaker & Com pUll), COllsulraJlt Plant Tour" 
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The Coatesville Water Treatment Plant is shown in E .. ,:bibit V-8. It is located across the street from one 

of the reservoirs that provided intake water to the facility. A picture of the retaining dam across the 

street from the Coatesville Water Treatment Plant is shown in Exhibit V-9. 

Exhibit V-8 
Coatesville Water Treatment Plant 

as of December 31, 2007 

Source: Schumaker & Company Consulr:1nt Plant Totlrs 

ExhibitV-9 
Coatesville Retaining Dam on Reservoir 

as of December 31, 2007 

Source: Schumak"r & Company Consultant Plant Totlrs 

~ Schumaker & Company 8/7/2008 
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Exhibit V·l0 illustrates the water source, Conodoquinet Creek, showing a small amount of green algae, 

for the Silver Springs Plant. Exhibti V·l1 and Exhibit V·12 show the intake facility for the Silver 

Springs Plant. 

Exhibit V-lO 
Silver Springs Water Source Conodoquinet Creek 

as of December 31, 2007 

Source: Schumaker & Comp,ny Consuitanr Plant Tours 

Exhibit V-ll 
Silver Springs Water Intake Showing Exterior Screen 

as of December 31, 2007 

Source: Schumaker & Company Consultant Plant TOllrs 
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Exhibit V-U 
Silver Springs Water Intake and Pump Station 

as of December 31,2007 

Source; Schumaker & Company Consultant Plont Tour, 
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E,:hibit V-I) is a picture of the water treatment buildings at the Silver Springs Plant in Mechanicsburg. 

Exhibit V-13 
Silver Springs Aldrich Purification Units 

as of December 31, 2007 

Source: Schumaker & Company Consultant Plant Tours 

Schumaker & Company 8/7/2008 



MAS REPORT 2 - VOL I 
CAUSE NO. 43680 
Pagel83 01"306 

E.yhibit V-14 is a picture of the Silver Springs lagoons that have recently been completed. These 

lagoons have been reworked in the last several years to replace older facilities. 

Exhibit V-14 
Silver Springs Lagoons 
as of December 31, 2007 

Source: Schumaker & Company Consultant Plant Tours 

E;\:hibit V-15 is a picture of the \'(fest Shore Plant in Mechanicsburg that Schumaker & Company 

consultants toured during our review. 

ExhibitV-15 
West Shore Plant 

as of December 31, 2007 

Source: Schumaker & Company Consultanr Plant Tours 
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This plant is one ofPA WC's newer water production facilities. All of the equipment is contained within 
one large, totally enclosed building as contrasted with some of the older facilities that have different 

buildings located around the site. 

Schumaker & Company consultants also reviewed many of the monthly reports that are used in the 

monitoring of water production operations. At many of the various facilities that were toured, 

Schumaker & Company consultants observed various performance charts being displayed as shown in 

Exhibit V-16. 

Exhibit V-16 
Performance Charts on Coaresviile Warer Disrricr Office 

as of December 31,2007 

Source: Schumaker & Company Consulrant Pbnt Tours 

PA WC has been an active participant in the Partnership for Safe Water program at all of its plants. 1'\s a 

result of this participation, PA WC has been recognized for changes (improvements) that have been 
achieved at its various water production facilities, an example of which is shown in Exhibit V-f7. 

During our tour of many of the water production facilities, we were impressed with the -willingness of 

PA \X1C plant personnel to test changes in plant operations or test new technologies in an effort to 

improve the delivered water quality or to lower operating costs. 

Schumaker & Company 8/7/2008 
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Partnership Annual Report for Pennsylvania-American Water Company - Butler 2006-2007 
as of December 31, 2007 
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The Pennsylvania-,\merican Water Company - Butler Water Treatment Plant successfully completed the Phase III self· 
assessment portion of the Partnership for Safe \'<later program. In March of 2000, this facility was awarded the 
Environmental Protection ,\gency's (EP,\) "Director's Certificate of Recognition" for this effort. In 200S, the Butler Water 
Treatment Plant received the five-year recognition award. In order to maintain the Phase III status, this annual report noting 
improvements or changes that brought about a more consistent plant performance, is submitted. Listed below are issues that 
have contributed to the continuing ability to meet this performance level: 

The combined filter effluent 99% turbidity from June 2006 to May 2007 was 0.05 KTU, with a high reading of 0.07 NTU. 

The settled 95% turbidity from June 2006 to May 2007 was 0.79 N'll]. The settled 99% turbidity from June 2006 to May 

2007 was 0.93 N11.J. The goal of optimal settling continues to be visually monitored on a constant basis by plant operators. 

FJoculator speeds are adjusted in relationship to pumpage rates whenever visual observations and settled turbidity 

measurements indicate solids carryover. In addition, these observations are used along with jar tests, zeta meter readings, and 

SCD readings to optimize coagulant dosage. 

The raw water 99% turbidi ty from June 2006 to May 2007 was J 9 NTU . 

• \ction level charts have been updated to reinforce any operation changes that have been implemented. 

,\nnual review and training sessions have been held for all operating personnel concerning regulations, operat.ional and 

treatment goals, action level charts, log charts, and other pertinent details. 

The high percentage rate of water recycle through the plant was a concern for the PEAC committee. After the submittal of 

the Phase III report, the recycle rates were reduced from 2800 gpm to 1400 gpm. 

The use of a P,-\CL during cold weather months has significantly increased the efficiency of the coagulation processes. If 

found to be necessary in the future, other substitute coagulants, coagulant aids, or filter aids will be evaluated . 

• \ hench model CC\ 3100 Chemtrac Coagulant Charge ,\nalyzer was purchased in November of 2006 to help optimize 

treatment, and the unit is used at least once a shift in conjunction with the online SCD to help optimize treatment. 

Definitions: 

PE.-\C -- Program Effect.iveness ,\ssessment Committee Committee of mostly peer water ut.ilities members, but some 
regulatory members, also. The committee reviews and approves the Partnership for Safe \''{!ater Phase III self-assessment. 

P"-\CL - Polyaillminum chloride coagulant - ,\n alternative to alum in the water treatment process that is useful in cold water 
treatment. 

SCD·- Streaming current detector -- .-\n online inst11lment used to measure and control the coagulant feed rate. 

Source: Information Respon$c 131 

Several types of regular reports are made to supervisors and management on the performance of 

PA \VC's wat.er and wastewater systems, including the following examples: 

? Water tJuality reports issued monthly by Water Quality technical staff 

4> Periodic inspections of water storage tank structures 

~ Weekly and monthly system-delivery pumpage reports 

~ Monthly energy management reports for A.merican Water regions 

8/7/2008 Schumaker &: .Company ~ 
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+ Monthly fuel and power consumption for all Pennsylvania utility accounts 
• Regular reports of condition-based maintenance tests performed on critical process equipmenr 

Findinn· V-2 b PA we uses state-of-the-art, computerized supervisor control and data 

acquisition (SCA.DA) systems to continuously monitor critical pumping 
and treatment processes, as well as distribution system hydraulic 
conditions., at most nfits treatment plants and associated remote facilities. 

Schumaker & Company consultants observed PA We's SCADA system at several of the plants visited. 

The various operations' SC\DA capabilities are available for review in PA We's offices and plants. The 

SCA.DJ\. system monitors and repons various conditions regarding water plant operations and network 

conditions, including flows, pressures, tank levels, etc. Within a given geographic area, SCADA 

information is available at the water plants, and review of remote operations, operating valves, pumps, 

etc. can be performed. 

There are different levels of SCADA system automation throughout PA \'lfC's operations. In certain 

smaller plants, a given shift (usually the overnight shift) might not be staffed and either the plant is not 

operated at all, but is capable of being monitored from another manned plant or the plant operates 

unmanned, with operating control being performed from another plant via the SC,\DA system. The 

ongoing development and support for the SCADA. system is provided by in-house staff. PAWC 

employs plant operators to manually monitor the SCA DA systems, alarms, and other plant processes on 

a 24/7 basis. 

PA, we has adopted a common platform for its SC\DA system and is in the process of integrating the 

various plants and networks onto this common platform. Certain aspects of the SCADA system are 

available vi::l the Internet to personnel with the correct security credentials - although this features only 

allows appropriate managemen.t access to view SC"-\DA information but does not allow them to control 

plant operations. Therefore, jf an event occurs that requires attention (all plants use dialing equipment 

that progressively call out based on a dialing chain), management and supervisory personnel are able to 

monitor the plant and/or network from remote (home) locations. 

Recommendations 

None 

~ Schumaker & Company 8/7/2008 
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The Network Department is responsible for main installation and maintenance, service line installation and 

maintenance, Jeak investigations and repair, and other operations and maintenance activities associated with 

the underground water delivery systems. Network Operations and Maintenance, or what is now referred to 

as Field Operations, is organized OIl a geographic basis. There is an Eastern and \Vestern organization, as 

shown in Exhibit V-18. In addition to the Field Operations personnel and similar to the Water Production 

Department, the Non Revenue \Vater Department provides an oversight role in the operation of the water 

delivery systems. The ongoing reporting and monitoring of non-revenue water is an indicator of the 

condition of the water delivery system. 

Exhibit V-1S 
PAWC Network Department Organization 

as of December 31, 2007 

P;~\'t-'C 11A~'C p,\\'\'c. 

L_\_~:_:~~_:~:_i~L_::_' __ --' ,--__ ""_' _H.(I._~_:._':r_ .... i_I._" _--I L-__ \_'._'P-.~_k_'..,.'__' __ -' ,-__ ,"",_._ .. _,_" ... _,,_,,_,.,_,"_r,,_. _..I! 

11.",h.,y.P-\ ~ H.-,.,Il ... y .• '·\ 

"IIIfI~r 

fi..hl qll.-mHW~. :;)uJ\~ 

,,,,,,,D.,,, .. ;,)! 
\\·.l"'l(":a~;"\,'" 1:,W, .. ;.\ll",:I.t! 

i\I.>n.~n"'l" 

Source: Information Response 2S7 J\ddendum 

P .. \\t'C 

M~ 
&-fdOp';'-;:,i,.,'. f\u!'i, •. 

, Dual reporting to Finance and dotted line report to the P<\ we President 
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Findings & Conclusions 

HndingV-3 Best practices are not necessariiy shared or implemented by the various 

water districts. 

On one hand, each of the ~rater Production and Network organizations operate fairly autonomously. 

Although this tendency might be good in some instances, the shift composition and staffing 

composition for example varies from plant to plant based on the characteristics (size and technologies) 

of each plant. However, some basic business processes that should be standardized throughout the 

organization have not been standardized, which should be a benefit of PA \VC being a part of a larger 

organization. 

On the network side, the business practices employed in each district vary in their design and 

implementation. Some basic business processes, such as leak tracking, valve operations, hydrant 

Hushing, pavement cut tracking, permit tracking, etc., should be standardized throughout the 

organization. Schumaker & Company consultants recognize that some of these business processes are 

currently anticipated to be incorporated into the new computerized maintenance management system. 

This area is discussed in greater detail in the Chapter XII - Phase III Wafer Operatiofls. 

Finding V-4 Although PAWC has built a good SCADA system ii:H operating the plants 
ami distrihution network, its implementation ofteduwlogy for managing 

the day-tn-day monitoring ami reporting on various aspects of the 
husiness processes within nct\vork needs significant improvement. 

i\lthough PA WC has implemented an enterprise resource planning (ERP) system that deals with most 

of its financial requirements, many of the operational business processes are either at a state of: 

.. No fOmpttterization - relies on manual paper systems that are too difficult or labor intensive to 

provide timely management reporting. 

.. j\r1inimal computerization -.- requires manual entry of informa60n into Excel spreadsheets and a fair 

amount of manual manipulation of the information in those spreadsheets. 

• Variotts different lmJillesJ professes and the t"orresponding different malitia! or t"omputer D'.rtems- Different water 

districts have different manual/computer systems for accomplishing a similar business process. 

Some of these business processes involve maintenance management, leak tracking and reporting, non­

revenue water tracking and reporting (although an extensive set of linked spreadsheets has been 

developed over the last two years (2006 -2007) to support these business processes), valve operation and 

testing, hydrants Hushing, pavements cutS, permits, etc. 

This area is discussed in greater detail in the C/;(/pter XII - Phase III If/ater Operations. 

~ Schumaker & Company. 8/7/2008 
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The numher of reported !eaks/bn .. aks by watt:r district indicates that 
certain wHter districts are up to 10 times worse than others. 
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Exhibit V-19 shows the leaks/breaks experienced in each water district in Pennsylvania over the last five 
years. As shown in Ex/;ibzJ [/·19, the highest number of leaks occur in the Pittsburgh, Wilkes­

Barre/Scranton, and McMurray water districts. These districts also happen to be the areas with the 

highest number of miles of main. 

Water District 
Pimburgh 

\Vilke;-Barre/Scranton 
McMurray 

Mon/VaUey 

New Ca~rle/E1Jwood 

Cniontowfl 

Burler 
N orri,;rown 

Mechanicsburg 

Brownsville 
Indiana 

Philipshurg 
,\bingron 

J'Iershev/Palmvra 

l'unxv 

Milton 

Pocono 

\Varn"n 
Nazareth (Blue Mountainl 

Clarion 

Sus,tluehanna 
CrYJtc;ville 

Exhibit V-19 
PAWC Leaks/Breaks by Water District by Year 

2002 to 2006 

Leaks/Breaks By Year 

Miles of 
Main 2002 2003 2004 2005 

1373 N/r\ 1127 1269 1519 
1925 460 460 525 448 
1099 373 310 304 324 
427 295 334 281 255 
443 185 183 129 173 
224 125 159 132 128 
270 150 87 78 73 
376 79 96 68 119 
4/8 98 74 74 74 
101 59 59 52 39 
111 47 49 58 62 
262 42 50 44 4., 
105 46 46 36 41 

299 31 38 26 49 
85 23 31 42 37 

227 21 18 21 34 
161 14 9 6 26 

91 15 22 22 15 
151 24 10 20 17 
124 6 17 17 21 

61 5 20 16 11 
174 1\:/,\ 16 22 10 

2006 
1447 
404 
373 
308 
142 
175 
102 
104 
125 

53 
40 
38 
32 
25 
24 
14 
50 
14 
17 
20 
23 
27 

Lehman Pike (llic!,ory/Silver; 90 23 19 12 1 ':-oJ/A 
Kittanning 25 N/J\ N/r\ :-\/A N/A 13 
Berwick 84 8 10 13 23 8 
Bangor 61 6 24 12 10 4 
Penn-Wyomissing (ST) 153 9 10 3 22 10 
Glen Alsace (A-E) 130 6 6 8 11 10 
Yardley 183 9 10 3 11 5 
Royersford (Home) 222 7 6 7 7 7 
Lake Heritage 12 3 6 8 3 5 
Frackville 27 4 3 8 0 0 
Kane 47 0 6 1 2 3 

Source: Infnrmanun Re']UeSr 134 
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Using the information from Exhibit V-19, Schumaker & Company consultants developed a leak/break 

frequency analysis that essentially normalizes the information based on the miles of main \'vithin each 

water district. This information, shown in Exhibit V-20, is sorted from highest to lowest. Again, the 

western Pennsylvania water districts experience the highest frequency of leaks/breaks. 

Exhibit V-20 
PAWC Average Leaks/Breaks Frequency by Water District by Year 

2002 to 2006 

Leaks/Breaks 

Miles of Per Mile 
Water District Main 2003-20067 Comments 

Pittsburgh 1373 0.976 
IVIon/Vallev 427 0.690 
Uniontown 224 0.642 

Kittanning 25 0.520 One Year Only 
Brownsville 101 0.519 
Indiana 111 0.461 
Lake Heritage 12 0.417 

i\bington 105 0.394 

Pun xv 85 0.369 

New Castle/EUwood 443 0.367 

Butler 270 0.363 
;'vkMuWlV 1099 0.306 
Norristown 376 0.248 

Susqlleh'lIln<l 61 0.246 
Wilkes-Barre /Scranton 1925 0.239 
\V'arren 91 0.193 
Mechanics burg 478 0.186 
Bangor 61 0.184 
Philipsburg 262 0.166 
Lehman Pike (Hickorv/Silver) 90 0.153 Three Years Only 

Berwick 84 0.148 
Clarion 124 0.131 
Pocono 161 0.130 

Nazareth (Blue l'vIountain) 151 0.117 
Hershev /Palmyra 299 0.113 

Frackville 27 0.111 
l\·lilton 227 0.095 
Coatesville 174 0.086 
Penn-Wyomissing (S1) 153 O.Oil 

Glen Alsace <.-\-E) 130 0.063 
.K.1ne 47 0.051 
Yardley 183 0.042 
Royersford (lcIome) 222 0.031 

Source: Schum,ker {\na'y;;i, of In formotion Requc;;t 134 

~ Schumaker & Company 8/7/2008 
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The information in Exhibit I/-20 can be used to develop an expectation of the distribution of the capital 

and maintenance dollars to the various water districts would have been historically based on the 

leak/break history and the miles of installed main. This analysis is shown in Exhibit V·21. 

Exhibit V-21 
PAWC Capital/Maintenance Expectations Based on Leak/Break History 

as of December 31, 2007 

Percentage of Break Expected 
Miles of Total Mile of Frequency Budget 

Water District Main Main Normalized Percentage 

Pirrsbur~h 1373 14.30% 11.06% 38.42% 
Wilkes-Barre/Scranton 1925 20.05% 2.70% 13.17% 

MdvIurrav 1099 11.45% 3.47% 9.65% 
Mon/Vallev 427 4.45% 7.82% 8.44% 

1'\ew Castle/Ellwood 443 4.61% 4.15% 4.65% 
Unionrown 224 2.33% 7.27% 4.12% 

Bmler 270 2.81% 4.11% 2.81% 

1'\ orris rown 376 3.92% 2.81% 2.67% 
lVIechanicsburg 478 4.98% 2.11% 2.55% 
J3rownsville 101 1.05% 5.88% 1.50% 
Indiana 111 1.16% 5.2.)% 1.47% 
Phili!=,sburg 262 2.73% 1.88% 1.24% 
,\bington 105 1.09% 4.47% 1.19% 
Hershey/Palmyra 299 3.11% 1.28% 0.97% 
Punxy 85 0.89% 4.19% 0.90% 
1\Jilron 227 2.36% 1.08% 0.62% 
Pocono 161 1.68% 1.48% 0.60% 
\varren 91 0.95% 2.19% 0.50% 
Nazareth (Blue Mountain) 151 1.57% 1.32% 0.50% 
Clarion 124 1.29% 1.48% 0.46% 
Susquehanna 61 0.64% 2.79% 0.43% 
Coaresville 174 1.81% 0.98% 0.43% 
I.ehman Pike (Hickory/Silver) 90 0.94% 1.73% 0.39% 
Kitrannino- 25 0.26% 5.89% 0.37% 
Berwick 84 0.87% 1.67% 0.36'% 
Bangor 61 0.64% 2.08% 0.32% 

Penn·Wvomissing IST'\ 153 1.59% 0.80% 0.31% 
Glen "\lsace (,\-El 130 1.35% 0.71% 0.23% 

Yardlc" 183 1.91% 0.47% 0.22°;0 
Royersford (Home) 222 2.31% 0.35% 0.19% 
Lake Heritage 12 0.12% 4.72°/0 0.14'% 
Frack-ville 27 0,28% 1.26% 0.09% 
Kane 47 0.49% 0.58% 0.07% 

9601 100.00% 100.00% 100.00% 

Source; Schumaker Analysis of Informa:ion Request 134 

Expecred Budger Performance· represents rhe expected percentage of the (Otal caeiraJ and maintenance expenditures that would have 
been spent for main repair/replacement based on leak history 
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Findin<)' V-6 
'" 

l\-iainten:mcc ;uld capital budgets do not appear to consistently take an 

analysis of leak/break historical (bra into consideration shown in 

Exhibit V-24 

Schumaker & Company consultants obtained both the capital and maintenance dollars spent in each 

water district for the last four to five years based on the availability of data. Total capital expenditures 

for primarily main replacement activities are shown in Exhibit V-22. 

Exhibit V-22 
P A WC Actual Capital Expenditures - Main Replacements 

2004 to 2007 

Percentage of 
Disr.-ict Total Four Capital 

Unit District Name 2004 2005 2006 2007 Years Expenditures 

2411 Piusbuph Di:::.trict $IZ,611,H31 513261,113 S17 .320,926 $13,020,817 S56,214,6H~ 32.90% 

,24')1 Wilkes· Barre/Scranton $6,414 997 S6,33~,775 510,932,675 $9,849,399 J;33535.846 19.('31~';, 

,2421 Mci\(urcay Di:,tn(."{ S1 754,515 52,364,361 53 189,618 S.; 646162 S W,954,657 6.41')/u 

'2422 Mon VaileI' Di,tl;cl 51,637,250 £1,7U4,237 53,445,402 52,167,637 S8,954,525 5.24% 

2463 \X.~omi!,:-;jf!g S744.412 S2,26X,265 $2.446.270 5148,458 1\5,607,40::' 3.28'~'" 

2431 Nnv Ca:-::lle I Ellwood Di~trjn 569.'\,775 $997,1159 S1.297 945 ~1,255.296 54244075 2AS'}'" 

2451 NOfO$WWn Di${rict 51,108,324 S')23,681 51,194,943 ~972,63i 54,199585 2.46'% 

2423 U nlol1town / c:.onnell$villC' Di:;rric! 5436,702 559'),804 ~2,U24 172 $107U,682 54131,361 2.42'~';, 

?4lil M(.'charuc:,bur ~ Di:-:tricr 5571,770 57 IX 686 $1,168,852 51,028,287 $3,547,595 2.08'~."l 

245') (jl~o ,\h::acc $0 ,0 52,028,%7 $1,124,57') 53,153,566 1.85"'" 

2452 Y'lrdkv Dj:'trict 54324M3 S4115,U40 5716396 $1493,142 S3.047.1J45 1.7W~" 

2462 Her$he ,jPalmym Di$rnct ~687,74H 5177.915 ,693,278 $921,041 $2,479,982 1.45'~·u 

24li7 Co~r$villt:" \'V\V Di$rricr S')?3I'2 son7 S231.562 52,108754 $2,439,545 1.43~!', 

24(,5 Coat:,dJle Di:.:tnct 5225798 559.853 SH72,S62 51222,890 S2,381;111 1.39";, 

?A!2 Phih ):dJurg Di::trict S599.562 S198.109 $653,483 $827,999 $2.279153 1.33"', 

2425 Bw\\."n$vilic Di:-:trict $1!)~.767 .306,497 S1,093938 $699,359 S2,20~ 561 1.29'~~~ 

2471 i\·lilron Di~arict 5425,1 P ;\421243 S7?;9,:nS $545,S(16 $?,181,536 1.28"" 

2433 Butler Dj~tricr S.)60,742 $722,047 $456,612 $591,574 52,130.974 1.25"';, 

2464 Ro 'en:ford 5623,.>45 :;15~.18<) ~S97,o62 S27H,347 ~1.956.<)44 1.15"'" 
2456 Nazareth Di~trict S425.389 SX61 310 5508,089 $137098 SI,931,837 1.1.)",; 

2454 $lI~quehanna Di~(ricr ~41l8 474 5476,312 5187,6'17 $327,159 S1,599,562 O.941~'<l 

2468 Lehman p;ke '226,693 S255.80!} $711713 5393,072 SI,587,288 0.93"';, 

2457 Pocono DJ~tnct 5141Y)2 5188.160 S48!l,490 S677,S20 51,487,862 0.87'\';' 
2441 Indiana Di$rnCT 5172,271 $163.'>71 ~727,IH6 S293,071l 51,356,498 O.79'.~~1 

2473 Berwick Di:-;tcict S'165,437 S11.594 ~235,974 $888887 51301,893 0.76% 

2446 Kant" Di~lrict 3<)8";04 S100,853 S624,<)<)9 $.;(,0,158 SI,1X4,314 0.69% 

2453 i\bin ~ron I)isrnci 5236,529 S3~3,591 $334,742 S208,9117 ~'1,163,769 0.68"·\, 

2445 \V:u-rcn Di::;:tricr 5166,320 S244,182 S544,227 $85,549 Sl,040,277 0.61'~·. 

2455 Bangor Di;o;rri(t S317 449 $122.611J S303 129 ~40,M8 S783,843 (JA6"!" 
2474 Frdckvilie D:srncr SIHH.8:\3 .64,907 5321,324 Sl70454 ~745,519 ().44'~';, 

24·P Puns.~uta\vr.cy Di$tnct 5143,415 ~%,17? 5137,1J69 Sl68,600 ~S46,063 0.32"1" 
2441 C:iarionDl:-rrict ~15.337 55153726 '£,77,556 $128,722 $375,342 0.22'::;, 

2444 Kirw.ning- Di:-trict $2/47 $48665 S2,X31l $,,5.948 $90.190 O.OS!):., 
24(,9 Lehman pIke WW ~1 022 $7,345 So SO $8,367 O.O(t;·~1 

2458 Pocon{) \V\V Districr })S.9::51 SO SO SO 55.')81 0.00"'" 
2466 Lake Heritage $0 SO $2,977 $57 S3.034 0.00% 

2481 Corpora,e Office SO SO SO SO SO ().(IO":!" 

Totals $32,245013 $34,871,025 $56,854,780 $46889,022 $170,859,840 100.00% 

Source: Infonnation RcspoI!:>c:! 721 
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In a similar manner, the maintenance expenditures for each water district for the last five years are 

shown in Exhibit V-23. 

Water District 

Pittsburgh 

Scranton/Wilkes· Barre 
McMurray 

Mon·VaJJey 
New Ca,r]c / Ellwood 

Coatesville Watcr 

Butler 

Mechanicsburg 

Norristowo 
Uniontown/ ConnelbvilJe 

Hershey 
Wyomissing· Penn 
Abington 

\Varren 

Bangor 
l\·rilto!1 
PhiJip:;burg 
Lehman Pike Water 

Na%areth 

Poconos 
Brownsville 

Indiana 
Roycrsford 

Kane 

PunxslIt:)wnev 

Kittanning 

Clarion 

Susquehanna 
Yardley 

Berwick 
Wvomissinf> . (~len 
Lehman Pj],e Wastewater 
Frackville 

Lake Heritage 
Coatesville Wastewater 

Total 

Source: InformatIon Rcspome 722 

Exhibit V-23 
PAWC Maintenance Expenditures by Water District 

2003 to 2007 

2003 2004 2005 2006 2007 

$4,394129 S3,936.568 S4 265 013 $4,573774 S5,052,767 
$4255288 M,088102 $4117968 :)4,585152 $5,166,809 

$1,098,945 $1,030,412 $981,537 S8; 1 ,979 $1,224686 

$895,108 SI99 126 5832,113 $749,105 %80,599 
$601,778 S502,298 $6061;8 $440,213 S669,190 

$487,995 S544,479 5468,821 $521,334 S552,433 

5463,335 $437,216 S504993 5476,903 $491,242 

$416,606 5340613 5369,132 5611,094 S596 872 

$222,198 S197,721 S311,238 5326,028 5648,427 

S436,976 5307,858 S367,193 5196,235 $363,482 

S256,245 $168,945 5307,386 $343,051 $273,465 

5229,605 S297,017 S307,286 $150,051 5193,939 
5199115 5207,172 S212,370 $231,695 S?41,833 

5157,461 $146,405 5201,145 $163,014 5185,509 

$184,789 1>172,721 S92,392 S123,410 5167,191 
S120,701 5130,121 5164,840 S131,884 $177,487 

5130357 S128,788 S145 ;95 S119,722 $166,943 
5133,925 S100335 S128,642 S13/,374 5170,885 

$134,042 5125,791 5122,762 $126,031 5138,425 
5113,747 5104,372 5116236 $115398 5138,443 
S141,827 S99,582 S100,434 597,597 S128,981 

5116,925 $134,184 $110,355 583,546 5118,451 
587,131 5123,701 5141,812 ),;120,076 $67,611 

S94,580 $93,811 5115898 594,390 5123,190 

$83,058 $75,384 S ;4,857 ~85,050 5104,187 
578,424 $82,446 556,191 S85759 589,173 
S49,5 ;7 551,959 595,301 );82,411 $83,253 
$77,486 S38,398 $53,792 $66,202 S41,208 

$76,539 $37400 $66,736 $51,709 543,704 
$59,920 S57511 $47,618 526,493 537,930 

SO $0 S171 5101,464 $101,273 

$15,980 $30,297 535,418 519,182 519,767 
$23,407 533,238 522,074 S8,471 $19,181 

$15,783 S74'11 513,862 $23,430 $17,281 

SO $0 SO SO SO 
$15,852,983 $14,631,381 $15,564,762 $15,939,276 $18,295,823 

Percentage of 
Total 

Total Five Maintenance 

Years Exgenditures 

$22,222,250 27.68% 

$22213,319 27.67~/o 

S5213.559 6.49% 

S3,956,051 4.93% 
$2820,25 ; 3.51% 

S2,575,062 3.21% 

$2373,689 2.96% 

52,334,317 2.91% 
$1,705,612 2.12% 
SI,672 344 2.08% 

S'1349,092 1.68% 

51,177,899 1.47% 
51,092,186 1.36% 

5853,534 1.06% 

5740,503 0.92% 

Si25,033 0.90% 

5691,606 0.86% 
5671,162 0.84% 
S647052 0.81% 

5588,195 0.73''/0 
S568,422 0.71% 
$563,461 0,70% 

$540330 0.67% 

S521,869 0.65% 

5422,536 0.53% 
$391,993 0.49% 

S362,501 0.45% 

5277,136 0.35% 
$276,088 0.34% 

5229,471 0.29% 
$202908 0.25% 
$120,643 0.15% 
$106,377 0.13% 

$77,767 0.10% 

SO 0.00% 
$80,284,225 100.00% 

Compiling the last column from Exhibit V21, Exhibit V22, and E\'hibit T/·2.3 into E\-hibi/ T/·24 

provides some insight into how the dollars are being spent on network facilities. 
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PAWC Distribution of Capital and Maintenance Expenditures by District 
2003 - 2007 

Expected 
Miles of Budget 

Water District Main Percentaj!e Maintenance Capital 

Pittsburgh 1373 38.42% 27.68% 32.90(10 

Wilkes-Harre/Scranton 1925 13.17% 27.67~/o 19.63% 

McMurrav 1099 9.65% 6.49'10 6.41% 

Mon/Valley 427 8.44% 4.93% 5.24% 

New Castle/Ellwood 443 4.65% 3.51% 2.48% 

Uniontown 224 4.12% 2.08% 2.42% 

Butler 270 2.81% 2.96% 1.25% 

~orristown 376 2.67% 2.12% 2.46% 

Mechanics burg 478 2.55% 2.91% 2.08% 

Brownsville 101 1.50% 0.71% 1.29% 

Indiana 111 1.47% 0.70% 0.79% 

Philipsburg 262 1.24% 0.86% 1.33% 

.\bington 105 1.19% 1.36% 0.68'% 

Hershev /Palmvra 299 0.97% 1.68% 1.45% 

Punxv 85 0.90% 0.53% 0.32% 

lVWton 227 0.62% 0.90% 1.28% 

Pocono 161 0.60% 0.73% 0.87% 

Nazareth (Blue l'vfountain) 151 0.50% 0.81% 1.13% 
\varren 91 0.50% 1.06% 0.61% 

Clarion 124 0.46% 0.45% 0.22% 

Coatesville 174 0.43% 3.21% 2.82% 

Susquehanna 61 0.43% O.35~;o 0.94% 

Lehman Pike(Hickor" /Silver) 90 0.39% 0.84% 0.93% 

Kittanning 25 0.37% 0.49% 0.05% 

Berwick 84 0.36% 0.29% 0.76% 

Bimgor 61 0.32% 0.92% 0.46% 
Penn-Wvomissing (ST) 153 0.31% 1.47% 3.28% 

Glen ,\lsace (o\·E) 130 0.23% 0.25% 1.85% 

Yardley 183 0.22% 0.34% 1.78% 
Roversford rHome) 222 0.19% 0.67% 1.15% 
Lake Heritage 12 0.14% 0.10% 0.00% 
Frackville 27 0.09% 0.13% 0.44% 
Kane 47 0.07% 0.65% 0.69% 

Source: Information Re"p()n~cs j 34,72"1, and 722 
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What are revealed in Exhibit V-24 are such tendencies as: 

~ Although the leak/break history and miles of installed pipe would tend to expect that 

Pittsburgh would be expending 38.42% of capital and maintenance dollars, Pittsburgh is 

expending only 27.68% of maintenance and 32.90% of capital. This discrepancy could indicate 

that insufficient dollars are being spent in the Pittsburgh District based on their leak/break 

history. 

+ With respect to the Wilkes-Barre/Scranton water district, one would expect that 13.17% of the 

dollars expended would flow to that water district; however, Wilkes-Barre/Scranton is receiving 

27.67% of maintenance and 19.63% of capital. 

~ With respect to Coatesville, while one would expect that 0.43% of the total dollars would be 

directed toward that district, it is receiving 3.21% of maintenance and 2.82% of capital. 

Schumaker & Company consultants recognize that there are many factors to be considered in 

distributing the capital and maintenance dollars among the various water districts. However, on a 

retrospective basis, leak histOlY provides an ovent]] indication of the condition of the distribution 

facilities. One would expect that the areas experiencing the most leaks would, simply put, be getting the 

most $ resources committed to address leaks. This analysis did not necessarily show that to be the case. 

Recommendations 

Recommendation V-1 Aggressively pursue the identification and implementation of 
technology-based best practices M})(mg the water districts. (Refer 

to Finding V-4 and Finding V-J.) 

Although American Water contains a Best Operating Practices (BOP) organization, it appears that little 

has been done to standardize some of these practices for the benefit of PA \\'iC customers. BOP is a 

relatively new discipline within the organization. BOP's mission is to identifY best operating practices 

and translate them into American Water policies, strategies and practices to be followed by all 

appropriate personnel within the American Water System. 

To ensure "buy-in," individuals from all regions/states serve as representative participants in developing 

the proposed policy, strategy or practice. When developed, drafts of proposed policies, strategies and 

practices are then distributed to a broader audience across the business for comment and additional buy­

in prior to the BOP team seeking Service Company Board approval that results in a formal policy, or 

functional approval that results in a fonnal strategy or practice (continued). 

To BOP's defense, it appears that best operating practices are being developed, but it is up to each water 

district to decide what practices to adopt or implement. This approach is contrary to 

Schumaker & Company's experience with other larger companies that strive to ident.ifY the best way to 

do things and then reguire the implementation of those best practices throughout the organization. 

8/7/2008 Schumaker & Company ~ 



244 

MAS REPORT 2 - VOL 1 
CAUSE NO. 43680 
Page 296 of 306 

According to Pl\ WC management, all American \Vater policies, strategies and practices are required to 

be adopted. Policies dictate an effective date for adoption. What is "up to each water district to decide" 

is when and how to begin to implement a particular strategy or practice, which could reguire additional 

human, capital or other resources, a rate proceeding or other occurrence to permit implementation of 

the strategy or practice. 

However, several of the practices that Schumaker & Company consultants had reviewed would in reality 

need some type of business process built into a computer system to effectively implement. Either the 

BOP Group needs to be able to translate these higher level policies into specific computer based 

business processes or Information Technologies Services needs to be charged ~ith building or 

procuring computer-based business processes to effectively implement American \Vater policies, 

strategies and practices throughout American Water. 

Recommendation V-2 Develop a business process fOf addressing aggressive identification 
of the most beneficial main segments for replacement based on an 
expectation ofpotcmiHi leak irnpact. (Refer to Finding V-4, 
Finding V-5, and Finding V-6.) 

The Schumaker & Company analysis raises an issue with how the capital and O&M expenditures have 

been distributed among the various water districts based on the leak histories of each water district. We 

recognize that this is but one way, although a strong indicator, of the need for capital and O&M funding 

in each water district. A more complete methodology needs to be developed that not only considers 

leak history and other factors such as age of pipe, pipe material, size etc. but also can be applied on a 

pipe segment basis as opposed to a water district basis. 

Schumaker & Company understands that a slightly different process was used to prioritize capital 

projects in the 2008 budget year. According to PA WC management in the development of the 

development of the PA WC's 2008 main replacement capital program was as follows: 

~ District-level main replacement rates were determined, based primarily on the average main 

breaks per mile experienced over the 2003-2007 period and subseguently prioritized. 

,. Planned replacement footage and expenditure amounts were developed for each district based 

upon current pipeline replacement costs. 

+ Aggregated district expenditures levels were then reconciled with the statewide budget 

allocation. In certain instances, district level adjustments were made to more accurately retlect 
needs not identified in the above-referenced process. 

;Jt PA we used a prioritized approach for its 2008 main replacement capital program based on 

desired main replacement rates and footages developed at a district leveL 

~ Individual pipe projects were ranked in accordance with the main prioritization model. Highest 

ranked projects within each district were funded up to the planned district expenditure 

amounts. 

Schumaker & Company 8/7/2008 
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Nonetheless, Schumaker & Company consultants still have some concerns '.vith the process that is 
presented above. 
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~ District-level main replacement rates were determined, based primarily on the average main 

breaks per mile experienced over the 2003-2007 period and subsequently prioritized. However, 

we are not sure what prioritization is involved in this process. 

• Highest ranked projects within each district were funded up to the planned district expenditure 

amounts. IIowever, this is still different from having the highest-ranked projects across the 

state funded to the state-wide expenditure level. 

PA WC management believes that utilization of main replacement rates and footages is a more accurate 

way of determining desired district-level funding than utilization of main break percentages, because 

resultant district expenditure levels are influenced by pipeline replacement unit costs which vary by 

district and are dependent upon specific project characteristics. PA WC management indicated that they 

will continue further development of its methodology to consider other performance and service factors 

associated '..vith the main asset which would be an area for the PaPUC to investigate during the follow­

up revIew. 
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C. Maintenance Services 

Background & Perspective 

The Maintenance Services Department is responsible for two major activities: (1) development and 

maintenance of the supervisory control and data acquisition (SCADA) system and (2) the establishment 

of a proactive maintenance program throughout PA We. PA WC has an in-house staff that has 

implemented and supported the PA WC SCADA system. PA, WC employees within the maintenance 

services area are directly responsible for performing various testing on equipment and recording results 

according to a schedule to drive the proactive maintenance program. Maintenance Services Department 

is organized as shown in Exbibit V-25. 

I 
,\WSC 

Director 

j\·lainreuancc Scxvice:> 

Pennsylvania \V'e$t 

Source: InfOl'mation Response 635 

Findings & Conclusions 

Exhibit V-2S 
PA we Maintenance Services Organization 

as of December 31, 2007 

AWSC 

Senior Director 

l\Iaintenancc Servin's 

I)enn~ylvania 22 

,-\WSC 

Oirecror 

i\lainrenance Services 

5 pC(ln$ylv~nl'J East 10 

I 
,\WSC 

Ilrog-ram f'vIilnager 

SCADA 

l>ennsyJvania 

Finding V-7 PAWC has implemented:\ good pm;\ctive production equipment 
maintenance pwgram. 

The purpose ofPA WC's proactive production equipment maintenance program is to utilize a strategy that 

includes predictive, preventive, and reactive maintenance in a combination to yield optimum equipment 

process reliability and maximum financial return_ 

4 

The proactive maintenance program has been primarily achieved by ranking systems and indiv:idual equipment 

according to their operational impact. Once this ranking is done, each piece of elluipment is then placed into 
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a matrix that identifies maintenance practices. That matrix is arranged as follows: predictive, preventive, 

reactive, and maintenance improvement. The particular equipment that is assigned to one or more of 

these maintenance practice quadrants is dependent upon that equipment's ability to attribute to "cost 

savings jf failure is avojded" versus "losses due to failure risk." 

~ Equipment that is identified for predictive maintenance practices, such as vibration analysis, 

thermographic inspections, and motor winding analysis, \vlll have maintenance functions 

performed based on actual machine "condition," not time. The actual condition of the machine 

will dictate when maintenance can be done in-house versus when it is necessary to send it out to an 

authorized service shop. 

~ Equipment that is identified for preventive maintenance practices, such as tighten, lubricate, 

clean, and check for excessive noise, heat, arcing contacts, etc., has maintenance performed on a 

"time" or as-needed basis. This practice is primarily done in-house, 

.. Equipment that is identified for reactive maintenance is equipment that can be "run to fail" 

items. This equipment poses no threat to operational impact if it does fail and is usually a shelf 

item that can be obtained quickly. 111ere is no value in doing progranuned maintenance here. This 

work is usually done in-house. 

.. Equipment that is identified as needing maintenance improvement is equipment that shm,vs low 

reliability but does not have an additional impact on cost if it is allowed to degrade. Areas of 

improvement include upgrading to stainless steel impellers, remote terminal units 

(RTUs)/SCADA., ultrasonic level indicators, mechanical seals, etc. Improvements, when possible, are 

made to design and installat.ion, which allows for easier access when maintenance and repair 

work is needed, 

A.1I of the above-named maintenance practices are done exclusively by in-house personnel. Predictive 

maintenance, such as vibration analysis, motor winding analysis, ultrasonic testing, and thermographic 

inspections, is performed by full-time PA \VC employees who are Institute Certified Specialists. 

Preventive, reactive, and maintenance improvements are done by trained plant personnel in conjunction 

with the Specialists and plant management. 

A sample of the type of information that is being developed and reported as a part of this program is 
shown in Eyuibit V-26. 
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Exhibit V-26 
Sample Condition-Based Maintenance Test 

as of December 31,2007 

American Water 
Maintenance Services Department 

QuantitatiVe 71J1Hmal Ex~oos Re@rt 

MAS REPORT 2 - VOl.. J 
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I Facility I PAWC - UniorrtoWfl I Dam I 811612.005 , TilrK! I 8:18:02 AM I Exeeptioo I 
I Jo~h A. WlfShinski 

Location 
West End Booster 

E!Wipm!l!t Tested 
#2 Booster Motor Starter 

Ex£eqfjpn PwKriptjpn 

infrared located 11 *Hot Spot" on the "A· 
Phase of too main disconnect switch for #1 
Booster Starler. 

Severity Rating 

1 

Ambient :W.lle 

Refenmce Spot 1 43.1"C 

Hof Spot 1. GS.4·C 

HoI Spot:j· -
,!Mgroe Rise 21>.32 

Corr9Cted Maintenance Action 
After removing Incoming PCIVItN" to disconn9Ct, 

clean and inspect ·stBbs- and check (or 
uniform tightness, and re-inspect. 

Cerlification Levell 

PhaseAB 
XXX 

leg "A" 
XXX 

Voltage and Current Readings: 

Phase AC Phase BC 
XXX XXX 
leg "B" Leg "c" 
XXX xxx 

Source: I n formation Response 131 
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Although PAWC has implemented ~t good proactive production 
equiplnent maintenance program, it has failed to implement a 

computerized maIntenance management program at the production 

facilities. 

249 

At this time, each production plant manages its own plant maintenance programs without the benefit of 

a standardized business process, be it paper-based or computer-based. American \Vater and PA \X'C are 

in the process of implementing a computerized plant maintenance management system and although we 

have reviewed a draft business case for this project, it is too early to assess the results of this effort. 

Recommendations 

Recommendation V<} Implement a computerized maintenance management system in 

conjunction with the proactive production equipment maintenance 

program. (Refer to Finding V-8.) 

Schumaker & Company consultants recognize that P_I\ WC is in the process implementing this system. 

The Maintenance Services area of A \X'\VC has been given responsibility for the implementation of the 

computerized maintenance management system (CMMS). A \'</\X'C is in the process of implementing a 

third party maintenance program from an outside vendor. This software product has already been 

implemented on the unregulated side of A. \'i;'\Y/c. Naming conventions and business processes are 

currently being standardized throughout A WWC such that the system can be implemented in a 

common manner across A \y/\YjC including PA \VC. A pilot is expected to be operational this summer in 

the Glen i\Isace district and then rolled out across the state over the next several years. During the 

follow-up MEl review, the PaPUC should review the progress made on this project. 
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D. Engineering Department 

Background & Perspective 

The Engineering Department is organized as shown in Exbibit V-27. 

P:\WC 

Exhibit V-27 
PAWC Engineering Department Organization 

as of December 31, 2007 

"''''','' 
R.;Jit>.~::..n ...... Ddr.Tr'(.Enginn'rin1l 

f',\\t\'. ···".,wc 
~b .. "j,"'" M.'if"~ 

Pm!' ... f)·lw,,'JV~ On-rt<~""'~N;""" Pl')l"'-l o.t"rry'<5< DrT,i<'fH"$0,... ...... 

)'} 

~br''''WT 

T<'\:tult.:""'s..m.~ ... 

Source: Information Response 257 

F;W\'C 

~I:.a"!, ..... 

!\ .. ct~I""I~K-nt&.(; i • .,.JP l;'pi,oIEl<rr ... JinlW>.\.lm .. "ql"3llJ~ 

I, ll,·,'h,~. }>,' 

The Engineering Department is organized into three major areas, specifically asset and capital planning 

(central coordination for all of the asset planning located in Hershey), project delivery and developer 

services (engineering and project oversight services with individuals located throughout the Pj\WC 

service territory), and technical services (subject marter experts on specific technologies or eguipment 

used by PA WC). These areas are briefly described below. 

• Asset & Capital Planning 

Strategic long-range water system planning - comprehensive planning study (CPS) 
Tactical asset planning and system c:lpacity evaluMions 

Capital program administration 

Operational needs planning 

Investment analysis 

j\sset investment plans (five-year Strategic Capital Expenditure Plan (SeEP») and project 

prioritization 

Maintenance of network asset records (inventory, hydraulic models, geographic information 

systems (GIS)/maps) 

.. Projecr Delivery & Developer Services 

Capital project management 

Capital project development, documentation, and forecasting 
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Project permitting 

External resources procurement and management 
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• Technical Services 

Technical standards, policies, and procedures - critical knowledge management liaison 

Center-of·practice responsibilities (Subject Matter Experts - Si\1Es) for designated 

technical areas 

Technical studies, design, and design management to support project delivery and 

operations 

Construction management services to support project delivery 

Training, consultancy, troubleshooting, event support 

Business development support 

Findings & Conclusions 

FindingV-9 The Engineering Department generally conducts formal, comprehensive 

planning studies Oil a periodic hasis for each water district. 

The EngineeringDepartment performs comprehensive planning studies on a periodic basis for each of 

the water districts. These studies review everything from source of water supply to treatment facilities, 

water delivery systems, and other items. They constitute a formal look at all aspects of a water district 

and serve as a baseline study from which specific engineering and construction projects are identified for 

future implementation. Exhibit V-28 contains a list of all of the studies that have been performed 

regarding PA. WC facilities. However, it is interesting to note that Pittsburgh has not had a 

comprehensive planning study conducted in over 18 years. PA we management indicated that they 

expect to be conducting a CPS for Pittsburgh in the near future. 

These studies not only serve asa baseline document, but arc also reviewed periodically for any major 

changes that might precipitate the need to perform another CPS or a small investigation of a particular 

aspect of a water district. Such investigations might include performing a water needs and source study, 
a hydrogeology study, or some other form of study as shown in Exhibit J7-28. 
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PAWC Inventory of Comprehensive Planning Studies and Other Studies 
as of July 2007 

DisfriCf No. Qperaein o Area SludvTitle Date Aurhor 

53 Abin,gWIl CPS 2(W'2 S" Eog 
55 flangor CPS: 1999 S\'S Eng 

55 Ihn'lor/Nnarcth 2»114 Srs F.no 

73 Berwick CPS 1996 S\"s En'! 

CPS 19')8 SY' En" 
33 Butier CPS 2000 S,'sErp 
33 BUlkr \Vater Needs and Source 20{J7 P/\\\! 

43 Clarion CPS 19% $\', Eng 

6S Coatesville \Vater \,(farer Needs and Source 2t)t")5 PAW 
Altcrnarivl;s Stud..- 20ilb P/\\V 

23 Connellsville CPS 1~197 Sy:- Ene: 
1)1 Crr::it:ll Lake CPS 2001 S~·s Eng 
31 Eliwood (in' CPS 20ll!} S'i~ Ene: 
31 Ellwood Cin- \Val<.:r Need ... and Source' 2t)07 P:\\\! 

74 Fmck",ilie CPS 199fi S.-, En2 
74 Frackville SourCl' ofSu;->pk St\ulv 2rlOl SyS Eng 

74 Frnckville Snfc YIeld Srud\' 1996 R.E. \''::ri ,h( 

(.3 Gi<n \\:3tel Needs and Source 2Ull4 PAW 
\'r:Ht.'f NCl.:d~ and :;our(' 200.) P.\\X; 

71 Hershel,.' CPS 1996 SyS Eng 

Dcm,lnJ Pwjectt(;n:; 2,)dS $,"s En' 

62. fier"hc\' zno? PAW 
41 indi;);oa CPS 19~7 Sv:o: En" 
4(, Kanl' CPS 1<)9~ S'.'s [;ng 

44 KJtt:mmn) CPS 1<)<)7 S\"S En ~ 

6<' L.,kt,.· Hcriit~ 't' CP~ 21)O(J PJ\\\,' 

21 McDonald CPS 1')97 Srs Eng 
CPS 1l)')~ SYS E!l:7 

II Mi1to:; CPS 1997 SV~ Eng 

71 Millon !'vIilron \'\ TP Tn:armcnt Study 200t1 (;;tnnen Hemif)cr 

CPS 1997 S\'S Eng 

54 i\Jontm:-:e CPS IY~~ S\'s, Ene 

31 ;..!I.:W C~stk CPS 20;Jll $\'s Ell 7 

51 !\!orrisrown CPS 19WI S", En.'l 
72 Philipsbu«! CPS 19');' Svs En' 

72 Phillp .. burg \,\,'atcr ~t.·cJ:-; rind Sourel' 2lHJ7 Pi\\\' 
72 Phihosbur) Hvdro ·coio ~ic SnlLi:: 2/l1}5 :,\:rei~l"r & E<ld 

I":' Phillp::burg M(I~hllnnon Vallet' Disrricr Safc Ylrld 2t)OI} Gannttr F!cmint.> 
72 Philipsburc Source ofSll~ph' 21){H} C;l.nnctl Flemmg 

72 Philip.,hul)! Drane $rud,· 201:2 P,\\,'C·['''la 
11 Piusbur tn CPS 19R'J $", t'.ng 

11 Piu)jbur ·h \'(-'atcr !'-!t:cd~ <lnd Soun:c 2!lIlS PAW 

57 Pocono-Pike CPS 2!11)] Svs F.n,it 
2il1Y;' !',\W 

CPS 1'197 ~"s F.nH 

\\'mc( Needs nnc! Source '2~}I); Sys Eng 
fJ 1 Scr;lnronj Chmchilla CPS 2!HlJ Svs En.g 
(,:} Sprin ~ Twn \'(-'ater NI:(:ds and Source 2nli5 ~\'S Ene. 
S4 Sli:;.~ehanna/I·lan!'r('"d CPS 1~)S S,!'s Eng 
54 Thomr>:;on CPS 1~98 S"" En!! 
23 rnionto\\'n CPS 19?7 $yS En\{ 

Valk.- CPS 19~i Sy< En' 
45 \V;t.rren CPS 11}')8 Sv:- En· 

21 CPS 1997 Sys cnlt 

52 Yar:.lIet: CPS 2.001 $" En,,-
52 Yardl< ' CPS 11)96 Svs EnJ! 
52 Yardk,' UD<.hm: 201.15 S\'s Ene: 

Source: fnformation Request 147 
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With the most recent budgeting process (2008 Budget Year). the 
Engineering Department has implemented a more analyticai main 
replacement decision-making methodology. 
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PA WC's distribution system improvement program currently addresses replacement or rehabilitation of 

small diameter mains (six inches and under) that have reached, or are nearing, the end of their useful life 

and larger diameter mains (eight inches and over) that are experiencing performance-related issues (e.g., 

high number of breaks). American Water replaces older, small-diameter mains to resolve customer 

service and reliability issues and to restore hydraulic capacities within its distribution system. Small 

diameter mains represent 35% of PA WC's distribution system, and at least two-thirds of the small­

diameter mains are made of cast iron, with approximately 40% being unlined cast iron pipe (pre-1930s) 

that are nearing the end of their useful life. As these pipes continue to age, they tend to break more 

often, thereby leading to customer service dismptions and a general inconvenience to the public. 

Approximately 75% ofPJ\WC's reported water main breaks/leaks are associated with these small 

d.iameter mains, \",ith a disproportionately greater frequency of main break/leaks on four··inch and under 

pipe sizes. In addition to having a high break rate, they have low carrying capacity and can contribute to 

water-quality problems. 

i1S in the case with smaller-diameter mains, performance-related issues associated 'W-ith larger-diameter 

mains constitute a key driver for replacing or rehabilitating these mains. }l.lthough the frequency of 

leaks/breaks on large-diameter mains is significantly less than that of smaller-diameter mains, when a 

break does occur on a large-diameter main, customer service and reliability issues, together with 

associated liability and remediation expenses, are greater. Larger-diameter main projects are evaluated 

on a case-by-case basis regarding replacement versus rehabilitation options. Generally, open trench-pipe 

installation is the most cost-effective and frequently used when unobstmcted site conditions allow for a 

new parallel main installation and significant service work is involved. Rehabilitation is considered if 

service work is limited, the hydraulic needs of the distribution system can be satisfied, and the cost is 

favorable to rehabilitate. 

Capital investment programs and projects are needs based and prioritized within a strategic-planning 

process that utilizes drivers associated with various asset-investment strategies (such as regulatory 
compliance, reliability, capacity, customer satisfaction, etc.) \Vithin a five-year strategic capital 

expenditure plan, American Water has established longer-term funding levels for main 

replacement/rehabilitation based on program needs. 

On an annual basis, funding levels are established at a district level that is consistent with a detailed 

implementation plan. PAWC uses a state-wide method for assessing and prioritizing distribution­

system-improvement projects as part of A \'{/\VSC's overall capital program. The main replacement 

prioritization process is based on standardized, weighted-performance factors such as leaks/breaks and 

a qualitative assessment of the value of the improvements in terms of water quality, flow capacity, and 

service reEability. During such assessments, consideration is given to the potential for coordination with 

street-paving work. 
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For the 2008 capital budget, P1\ WC has developed a more quantitative approach for prioritization main 

replacement projects. The Excel spreadsheet model uses a pairwise comparison (weighting of pipe 

segment attributes) of various factors-such as decade installed, existing diameter, joint type, and 

approximately 20 other variables-to calculate a weighted score for the purpose of prioritizing projects 

once they have been identified by field personnel. 

Recommendations 

Recoulmendation V-4 Continue to develop a rislhlssessment-oased approach for 
:identifying main replacement projects. (Refer to Finding V~9.) 

The year 2008 will be the first year for which a risk-assessment model has been used in the prioritization 

of main replacement projects. Much of the information for the model needs to be manually collected 

by field personnel from various company records for the model to be used. If this process were more 

automated, the whole water distribution system, nO[ just the projects identified by field personnel based 

on their memory, could be more easily analyzed. 

.Recommendation V-5 Continue to periodically perform CPS studies. (Refer to 

Finding V~9.) 

PA WC has no preset schedule for performing comprehensive planning studies (CPS) for each water 

district. According to P;\ WC management, CPS studies arc periodically reviewed to identify if there arc 

any significant changes that would warrant the performance of a new comprehensive planning study for 

a water district. These reviews should be documented and schedules created to ensure that these 

documents are formally reviC',ved on a periodic basis. 

~ Schumaker & Company 8/7/2008 
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